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Imperial Oil 


n August 1988 Texaco Inc. of White Plains, N.Y., announced its intention to accept bids 
for its 78-percent share in Texaco Canada Inc. 

On January 20, 1989, Imperial Oil agreed to acquire Texaco Inc’s entire holding of 
Texaco Canada shares for a price of (U.S.) $34.36 a share, subject to necessary regulatory 
approvals. The same price per share was offered to all other Texaco Canada Inc. 
shareholders, who could elect to receive their payment in cash or in Class A convertible 
shares of Imperial. 

Imperial completed its purchase of Texaco Inc’s 78-percent interest in Texaco Canada 
on February 23, 1989. The offer to minority shareholders closed at midnight, mountain 
standard time, the following day. Essentially all (99.6 percent) of the outstanding shares 
were tendered. Imperial intends to acquire the remaining shares as provided for under the 
compulsory acquisition provisions of the Canada Business Corporations Act. The total value 
of the transaction in Canadian funds will be $4.96 billion. 

The transaction required the approval of the minister responsible for the Investment 
Canada Act. That approval was obtained on February 23, 1989. As part of the approval 
process, the company made a number of undertakings to Investment Canada, which are 
outlined in the section entitled “regulatory matters’. 


Operating information 


ce exaco Canada is a major integrated oil company engaged in the exploration for and 
production of crude oil and natural gas, as well as in the manufacture, distribution and 
marketing of petroleum products. 

The purchase of Texaco Canada is expected to increase Imperial’s net proved reserves 
of crude oil and natural-gas liquids by about 48.5 million cubic metres, or 19 percent, from 
their level at December 31, 1988. Imperial’s average daily production of crude oil and 
natural gas liquids is expected to increase by 14 000 cubic metres a day, or 36 percent, from 
its average daily production during 1988. 

Imperial’s net proved reserves of natural gas are expected to increase by about 
42.9 billion cubic metres, or 61 percent, while its net production of natural gas should grow 
by 4.2 million cubic metres a day, or 47 percent, compared with average daily production 
in 1988. 

In its downstream business, Texaco Canada has a nationwide network of retail service 
stations, distribution terminals, two refineries and other assets. As part of the regulatory 
approval process, Imperial has agreed with the director of investigation and research under 
the Competition Act to hold separate the downstream operations of Texaco Canada and not 
dispose of any assets used in that business while the director completes the review of the 
transaction that is required under the Competition Act. 


Until Imperial has a better indication of what assets may have to be divested for 
regulatory or business reasons, the company is unable to describe the final effect of the 
purchase on its total downstream assets. However, the company believes the acquisition 
will improve the balance of its retail network between eastern and western Canada, 
particularly in some major markets in eastern Canada where Imperial now has a relatively 
low market share. 

Imperial intends to proceed at a measured pace in merging the two organizations. 
Full integration of operations could take up to three years to complete. 


Financial information 


he financial statements and related notes contained on the following pages of this 
supplement indicate what Imperial’s 1988 consolidated statement of financial position 

would have been. if the merger of the two companies had been completed on Dec. 31, 1988, 
and what its earnings would have been if the two companies had been combined 
throughout 1988. 

Imperial financed the $4.96 billion purchase through a combination of debt and 
equity (all amounts are in Canadian dollars unless otherwise specified). 

In the equity portion, Texaco Canada minority shareholders have elected to take up 
about 1.5 million Class A shares of Imperial Oil. Exxon Corporation purchased about 
3.5 million shares in order to maintain its equity interest in Imperial at 69.6 percent. The 
established value of the Imperial Oil shares for purposes of this transaction was $50. As a 
result, $250 million has been raised through equity financing. 

The remainder of about $4.7 billion was raised through debt financing. A 
$2.5 billion loan has been arranged with a group of Canadian and international banks, 
headed by The Royal Bank of Canada. In addition, $2.2 billion has been raised by a 
combination of the issuance of commercial paper and through short-term borrowing from 
Canadian banks. The company expects to reduce this debt to some extent through the sale 
of assets (see the section of this supplement entitled “regulatory matters”). The company 
also may repay a portion of the debt through future issuance of equity. 

The Texaco financing will be in addition to Imperial’s 1989 planned capital 
expenditures of about $750 million, which will be used to improve and expand existing 


operations. 
Regulatory matters 


he company made a number of undertakings to Investment Canada related to its 

purchase of Texaco Canada, as follows. Imperial has agreed to invest over a period of 
five years a minimum of 70 percent of its upstream cash flow before debt servicing in 
upstream operations, providing that economic opportunities exist. It has agreed to offer 
continued employment to all 3200 employees of Texaco Canada. It has agreed to offer for 
sale to Canadian companies, over a period of five years, upstream assets of Texaco Canada 
or Imperial Oil, or both, having a minimum value of $550 million, and to sell a significant 
portion of those assets. And it has agreed to maintain its traditionally high level of research 


and development spending. 


In addition, under the Competition Act, the director of investigation and research is 
required to examine the possible impact of the transaction on competition. Following this 
review, the director may, among other things, approve the transaction, subject to any 
conditions or undertakings considered necessary, or may obtain specific divestment 
undertakings and present them to the Competition Tribunal for an enforcement order. 

Representatives of Imperial have met with representatives of the director and have 
agreed that, until the investigation is complete and appropriate remedies have been 
determined, Imperial will hold separate and, subject to the director’s consent, not dispose of 
the assets of the downstream operations of Texaco Canada. In addition, Imperial has agreed 
to sell some service stations, bulk terminals and if necessary, other assets to alleviate any 
concerns the director may have that the transaction may substantially lessen competition in 
the supply of refined petroleum products. 


Conclusion 


mperial chairman and chief executive officer Arden Haynes has made the following 
statement about the transaction: 
“In the final analysis, we expect to be a stronger-performing organization, with lower 
unit costs, greater resources and an improved ability to compete effectively in all phases of 
our industry. We are confident that the merging of Texaco and Imperial will add value to 


shareholders, customers, employees and to the Canadian economy as a whole” 


THE FOLLOWING STATEMENTS AND NOTES FORM PART OF NOTE 1 Imperial Oil Limited 
TO IMPERIAL’S AUDITED FINANCIAL STATEMENTS 


PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF EARNINGS (UNAUDITED) (a) 
for the year ended December 31, 1988 


Adjustments Pro forma 
millions of dollars Imperial Texaco (See note 5) Combined 
REVENUES 
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(a) This statement presents the earnings of Imperial and Texaco Canada Inc. (Texaco) as though they had been combined for 
the year 1988. 


The notes form part of these financial statements. 


Imperial Oil Limited 


PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF FINANCIAL POSITION (UNAUDITED) (a) 
as at December 31, 1988 


Pro forma 
millions of dollars Imperial Texaco Adjustments Note Combined 
CURRENT ASSETS 
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14489 


(a) This statement presents the financial position of Imperial as though the acquisition of Texaco had occurred on 
December 31, 1988. 


The notes form part of these financial statements. 


NOTES TO THE PRO FORMA FINANCIAL STATEMENTS 


1. ADJUSTMENT TO THE SHAREHOLDERS’ EQUITY OF TEXACO 
CANADA INC. (TEXACO) 


The pro forma financial statements reflect adjustments to the 
historical data of Texaco for dividends declared or paid after 
December 31, 1988. 

In December 1988, Texaco declared a special dividend 
of $6.50 per share payable on February 1, 1989. This cash 
dividend totaling $785 million is reflected as though it had 
been paid on December 31, 1988. 

In addition, the shareholders’ equity has been adjusted 
for dividends declared after December 31, 1988. Two 
dividends involve common shares of Texaco Canada 


Petroleum Inc., a wholly owned subsidiary of Texaco 
Canada Inc. The adjustment for these has been made at the 
book value of the assets distributed by Texaco, and further 
adjusted by the estimated tax payable in connection with 
these dividends. The assets distributed by Texaco represent 
cash of $65 million and certain Canadian, Brazilian and 
West African properties excluded from Imperial’s offer to 
purchase the outstanding shares of Texaco. These special 
dividends total $122 million. 

As well, an adjustment has been made for Texaco’s 
fourth quarter dividend of $0.30 per share and the $0.45 
per share special dividend that amounted to $91 million. 


2. IMPERIALS COST OF ACQUISITION, FINANCING AND 
EXCESS OF PURCHASE PRICE OVER BOOK VALUE OF NET 
ASSETS ACQUIRED 


The total cost of Imperial’s acquisition of Texaco amounts to 
$4960 million. This gives rise to an excess of purchase 
price over the book value of net assets acquired at 
December 31, 1988 of $3183 million. The investment will 
be accounted. for using the purchase method. 

The purchase price of $4960 million has been 
allocated in these pro forma statements as follows: 


millions of dollars 


By onan Capital ae teak ee raphe eo roraeen ls 2c 156 

Investments and other long-term assets .......... 168 

Enoperty, plant and equipment—net .-.......... 5387 
SGU! 

Less: 

Assumption of long-term debt and other obligations... 168 

Pesuimption of deterred income taxes...) 2. 583 
4960 


A detailed allocation of the purchase price over all the 
assets has not yet been made. This may result in a different 
allocation to that shown above. 


The acquisition has been financed by debt and equity. 
A US. $2.1 billion loan ($2.5 billion Canadian) has been 
arranged through The Royal Bank of Canada with a group 
of Canadian and international banks. In addition, 
$2.2 billion has been raised by a combination of the 
issuance of commercial paper and through short-term 
borrowing from Canadian banks. The equity portion of the 
financing includes the issuance of 1.5 million Imperial 
Class A shares to Texaco minority shareholders and 
3.5 million shares to Exxon Corporation for a total of 
$250 million. 


3. PENSION PLAN ADJUSTMENTS 


At December 31, 1988, Texaco’s pension plan had a surplus 
of $35 million, calculated using Imperial’s key economic 
assumptions. This amount has been recorded in these pro 
forma statements in accordance with generally accepted 
accounting principles. 


4. OTHER RETIREMENT BENEFITS PLAN ADJUSTMENTS 


Imperial accounts for the obligation for other retirement 
benefits on an accrual basis while Texaco accounts for these 
benefits on a cash basis. The obligations of Texaco have 
been recorded in these pro forma financial statements in 
the amount of $55 million. 


Imperial Oil Limited 


5. PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF 
EARNINGS ADJUSTMENTS 


Interest income recorded by Texaco in 1988 decreases for 
pro forma purposes by $86 million, after giving retroactive 
effect to the special dividends discussed in note 1. 
Investments are assumed to earn 9.5 percent per annum. 

Pro forma operating expense increases by $10 million 
after adjusting for the additional impact of other retirement 
benefits obligations discussed in note 4. 

Pro forma depreciation and depletion expense 
increases by $171 million after adjusting for depreciation 
and depletion of the excess of the purchase price over the 
book value of net assets acquired. 

Pro forma interest expense increases by $518 million 
after adjusting for the financing requirements discussed in 
note 2. Interest expense is calculated assuming that debt is 
outstanding for all of 1988 at a weighted average financing 
cost of 1] percent. 


6. ADJUSTMENTS NOT MADE IN THE PRO FORMA FINANCIAL 
INFORMATION 


Various differences in accounting policies and practices 
exist between Imperial and Texaco. Imperial estimates that 
these differences would not have a material effect on the 
pro forma earnings. 


7. DIFFERENCES WITH UNITED STATES GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES (U.S. GAAP) 


(a) Imperial’s differences with U.S. GAAP are identified on 
pages 48 and 49 of the annual report, while Texaco has no 
stated differences with U.S. GAAP. Under U.S. GAAP, pro 
forma net earnings increase by $25 million to $337 million 
and pro forma net earnings per share increase by $0.15 to 
$2.00. 


(b) In 1987, The Statement of Financial Accounting 
Standards No. 96, “Accounting for Income Taxes,” was 
issued. The impact of adoption of the new standard on 
reported pro forma results cannot be reasonably estimated 
at this time due to uncertainties in the timing and method 
of adoption and the potential impact from the purchase 

of Texaco. 


(c) Under Canadian GAAP, Imperial records the deferred 
income taxes of Texaco. Under present U.S. GAAP, Imperial 
would reduce the value assigned to property, plant and 
equipment as at December 31, 1988 by the $583 million of 
deferred income taxes. The impact on net earnings would 
not be significant. 
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ABOUT THIS REPORT 


his report is about how Imperial Oil Limited fared in 1988, a difficult 

year for the petroleum industry. Although severely depressed 
crude-oil prices affected Imperial’s earnings from its production operations, 
the company derived particular benefit from the integrated nature of its 
business. Earnings from petroleum products improved and chemical 
earnings reached a record high. 
| Imperial’s priorities during 1988 were the enhancement of shareholder 
value through continuous improvements in the efficiency and productivity 
of its operations, through the careful selection of opportunities to improve 
near-term earnings and through the prudent development of its long-term 
growth prospects. How these objectives were pursued is discussed in the 
following pages. 

Shortly after year-end 1988, Imperial offered to purchase all of the 
outstanding shares of Texaco Canada Inc. Information relating to this 
transaction is contained in the supplement that forms part of this report. 
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FINANCIAL HIGHLIGHTS 


1988 1987 1986 

EARNINGS (millions of dollars) 
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Lower oil prices overshadow operating successes in many parts of the organization 


Oil output increases nine percent 
Natural-gas sales double 
Chemical earnings triple to $104 million 


Petroleum-product earnings increase for the third consecutive year 


LETTER TO SHAREHOLDERS 


mperial’s 1988 earnings were substantially lower than the record level attained in 1987, 

because of weak crude-oil prices and a stronger Canadian dollar. However, the company 
performed very well in adverse circumstances and, overall, shareholders can look back on a 
year of substantial achievements. 

In the upstream side of the business these achievements included an increase in 
the production of crude oil and natural-gas liquids for the fourth successive year, stepped-up 
natural-gas production and further additions to Imperial’s reserves of both crude oil and 
natural gas. In the downstream, petroleum-product earnings continued to show 
improvement, while earnings from the company’s chemical operations reached an 
all-time high. 

Despite these accomplishments, the very weak crude-oil prices that prevailed 
throughout the year, combined with a significant increase in the value of the Canadian dollar 
relative to its American counterpart, resulted in a drop of 65 percent in natural-resource 
earnings compared with those of 1987. However, the extent to which the improved 
downstream earnings were able to mitigate this reduction in upstream earnings was 
encouraging, and underlines the strength that results from Imperial’s being an 


integrated company. 


Imperial’s strategies for growth maintained in 1988 


The initiatives that were taken by Imperial in 1988 were consistent with the basic strategies 
that have guided the company’s business plans and investment policies for the past several 
years. Overall, the company made great strides in its campaign to improve productivity, and a 
number of steps were taken to enhance the company’s near-term prospects and to advance 
plans for long-term increases in shareholder value. In pursuit of these objectives, during 1988 
Imperial invested approximately $1.4 billion to maintain, improve and expand the business. 
The company’s resolve to concentrate its resources and attention on what it knows best — the 
upstream and downstream segments of the petroleum industry, including chemicals — led to 
the decision by Imperial during the year to divest itself of certain mineral assets. 

Imperial’s operating strategies have been designed with sufficient flexibility to cope 
with the uncertainties created by volatile crude-oil prices. The company has three basic 
strategies, directed toward enhancing both near-term and long-term shareholder value. 

The first of these strategies is to improve the profitability of the company’s existing 
operations through increasing productivity and lowering costs. In 1988 the drive for improved 
efficiency continued to receive close attention, with measurable and encouraging results. 

In large measure these productivity improvements were the direct result of individual 
employee initiative. The company’s emphasis in recent years on encouraging its employees to 
assume increased responsibility for their jobs and to seek opportunities for eliminating waste 
through continuous improvement has met a ready response. This emphasis on continuous 


improvement will continue to be given a high priority. 


Arden R. Haynes Robert B. Peterson William J. Young 
Chairman and President and Executive vice-president and 
chief executive officer chief operating officer chief financial officer 


Imperial’s second strategy is to invest selectively in ventures that have the potential to 
contribute to near-term and medium-term earnings growth. Such opportunities exist in both 
the company’s upstream and downstream operations. An upstream example is provided by 
Imperial’s continued expansion of its natural-gas operations in 1988. This additional 
investment in natural gas, which included two major acquisitions, moved the company into 
the top ranks of the Canadian natural-gas industry, both in production and reserves. This 
puts Imperial in an excellent position to benefit from expected improvements in markets for 
natural gas, particularly in the United States. 

In the downstream, Imperial’s emphasis on near-term and medium-term earnings 
growth continues to be aimed at enhancing sales of high-value products in both 
petroleum-product and chemical operations and at increasing production in line with market 
Opportunities. 

Imperial’s third strategy looks further into the future by taking advantage of the 
company’s financial strength to pursue long-term opportunities. Projects that fall within this 
strategy include some of the ventures in the oil sands of western Canada and in frontier 
areas. During 1988 Imperial advanced two such projects by agreeing with the federal and 
Alberta governments to initiate development of the OSLO joint-venture oil-sands mining 
project and by filing an application to export natural gas from the Beaufort Sea region of the 
western Arctic. These projects are dependent on sustained increases in the prices of crude oil 
and natural gas. If they do proceed, they will form part of Imperial’s resource and earnings 
base well into the 21st century. 

The company’s acquisition of Texaco Canada Inc. fits both the second and third 
strategies. It will make a contribution to Imperial’s operations in the near term and 


medium term and is expected to provide opportunities for decades to come. 


The two companies represent an excellent strategic fit in both the upstream and 
downstream sectors. The acquisition will increase Imperial’s reserves and production of 
conventional crude oil and natural gas, lower the company’s average cost of crude-oil 
production and strengthen its retail network, particularly in eastern Canada. It will also result 
in improvements in operating flexibility and efficiency. 

There are still some regulatory requirements to be met. However, your management 
does not believe this acquisition will substantially lessen competition and is confident, 
therefore, that outstanding issues can be resolved without reducing the value of the 
transaction to shareholders. 

Imperial’s basic strategies have served the company well in recent years, and your 


management expects them to remain equally appropriate in the future. 


Oil prices expected to remain volatile 


As far as that future is concerned, obviously the price of crude oil will be one important 
factor There is still a sizable surplus of oil-production capacity in the world, and as long as 
that situation exists the market will remain soft. For the short term, therefore, Imperial will 
manage its business on the premise that oil prices will remain weak and volatile over the next 
several years. The company will maintain its strong emphasis on flexibility and cost 
containment through productivity improvements and the elimination of marginal operations. 
For the long term, the future looks more assured. Unless a major unforeseen event occurs, 
crude-oil supply and demand should move into closer balance and this can be expected to 
result in an increase in prices. 

Prospects for the company’s downstream businesses continue to be favorable. The 
increase in the demand for petroleum products in Canada over the last couple of years, after 
several years of sharp decline, is expected to continue. While the current very favorable 
conditions in petrochemical markets may not last for more than another year or two, the 
free-trade agreement with the United States should present new export opportunities for 
petrochemicals during the coming years. It is also expected that the growing strength of the 
fertilizer market will continue and should be reflected in higher earnings. 

In both these downstream businesses, Imperial continues to strive to be the lowest-cost 
producer, to win new customers by continuing to stress product quality and service and to 


meet customer needs by introducing a range of new products. 


Free-trade agreement has favorable implications 


The free-trade agreement, of course, has implications for all segments of the company, 
and we believe the impact will, on balance, be favorable. In the upstream it will provide a 
more stable environment for pursuing long-term commercial arrangements, with both 


buyers and sellers having reasonable assurance that the rules will not be changed. 


In petroleum products the agreement is widely expected to encourage 
economic growth and thus increase demand. However, the loss of tariff protection on 
US.-manufactured lubricants could have a negative impact on profitability. 

The most positive effect of the agreement will likely be on the company’s chemical 
operations, with the elimination of significant tariffs on Canadian exports of a number of 
products opening up new market opportunities in the northeastern United States. 

In short, Imperial looks to the future with considerable confidence. Despite the 
current uncertainties in oil pricing, the company can identify many opportunities for 
growth. Its basic objective remains unchanged: to increase shareholder value through 
earnings growth, through continuous improvements in efficiency and through the steady 


development and renewal of its short- and long-term investment prospects. 
Imperial contributes to quality of life 


The company has always believed that it is in its best interests to contribute to the quality of 
Canadian life, both through the protection of the environment and by supporting a wide 
variety of social causes, and in 1988 Imperial actively pursued both these goals. In the 
environmental area, the company conducted an extensive review of all of its activities to 
ensure that its practices meet or exceed regulatory requirements. 

In its support of programs of social betterment, the company contributed $76 million 
to more than 1200 organizations in the fields of education, health, welfare, community 
services, culture and amateur sport. The company also spearheaded a national campaign to 
persuade other companies to extend their support of deserving causes. 

During 1988, as in previous years, the contributions made by Imperial’s employees in 
every part of the business were outstanding. Your management would like to take this 


Opportunity to acknowledge their efforts and their dedication. . 


KB | hee 


March 1, 1989 


REVIEW OF OPERATIONS 


ineteen eighty-eight was a year when Imperial achieved operating success in many parts 

of the organization. Crude-oil production increased for the fourth consecutive year, 
natural-gas production grew by more than 50 percent, new products were successfully 
introduced by the chemical and petroleum-product organizations, and major programs of 
planned maintenance were completed at the refinery and chemical plant in Sarnia, Ont., and 
the fertilizer plant in Redwater, Alta. Employees achieved those results while recording one of 
their safest years of operation in the company’s history. 

Unfortunately, those achievements could not overcome the impact of a 23-percent 
erosion in the average Canadian price of light crude oil in 1988. 

Imperial’s total earnings from operations were $501 million in 1988, compared with 
$716 million the year before (1986 — $440 million). The reduction occurred despite record 
chemical earnings and another year of improved results in petroleum products. 


TOTAL EARNINGS FROM OPERATIONS 
(millions of dollars) 
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Increased resource production and good results from petroleum-product and chemical segments cannot offset 
impact of lower crude-oil prices 

The company’s return on average capital employed was 6.4 percent, compared with 
93 percent the previous year (1986 — 63 percent). 

Imperial’s capital expenditures in 1988 included $956 million to maintain and expand 
its established operations, plus $420 million for acquisitions, compared with basic 1987 
expenditures of $741 million, plus $715 million for acquisitions (1986 — $648 million total). 


Major emphasis placed on research 


The company spent $73 million on research and development in Canada during the year. 
Major progress was made on a $47-million research laboratory located adjacent to the 
campus of the University of Calgary, which will replace a 30-year-old facility in the same city. 
The new laboratory will enhance the company’s efforts to develop improved methods of 
finding and recovering hydrocarbon resources. 

Imperial’s commitment to environmental protection remained undiminished during 
the year. More than $39 million was spent on facilities and equipment during 1988, bringing 
total expenditures during the past five years to $214 million. 

The company has emphasized safe work practices in every part of its operations for 
many years, and employees achieved a number of significant safety milestones during 1988. 
The frequency of both recordable injuries and lost-time accidents fell during the year, 
resulting in a continued improvement in the company’s total safety performance. 


NATURAL RESOURCES 
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he company’s natural-resource operations were highlighted by a number of important 

achievements during 1988. Crude-oil production increased from most major 
sources — including Syncrude, Norman Wells, Cold Lake and Judy Creek — enabling the 
company to maintain its position as Canada’s leading oil producer. Three major acquisitions 
were successfully integrated with existing operations, contributing to the more than 
50-percent increase in natural-gas production. Proved reserves of oil and gas increased for yet 
another year. And initial steps were taken to advance major projects that could add 
significantly to shareholder value over the longer term. 

Despite gains in crude-oil and natural-gas production, the company’s earnings from 
natural-resource operations totaled $151 million in 1988, down from $432 million in 1987 
(1986 — $196 million). 

Total revenues from natural resources fell by 13 percent in 1988 from the previous 
year. Average prices received by the company for crude oil and natural-gas liquids (NGL) 
declined by 30 percent, while production increased by 10 percent. Average prices for natural 
gas were about the same as last year, while sales doubled. 


1988 1987 1986 


FINANCIAL STATISTICS (millions of dollars) 
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OPERATING STATISTICS (thousands of m? per day) 
Crude oil and natural-gas liquids (NGL) — net production 
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One cubic metre (m’) is equal to approximately 6.3 barrels or 35.3 cubic feet. 
One tonne is equal to approximately 1.1 short tons or 0.98 long ton. 


EARNINGS FROM NATURAL RESOURCES 


(millions of dollars) 
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Earnings are lower despite significant increases in crude-oil and natural-gas production 


SOURCES OF ANNUAL NET PRODUCTION OF HYDROCARBON LIQUIDS 
(millions of cubic metres) f 
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Continued production increases lead to another record year at Cold Lake and Syncrude 


The higher natural-gas output resulted mainly from acquisitions made since late 1987 
(see map, page 12). In August, the company completed a $280-million purchase of most of 
the Alberta oil and gas production assets of Ocelot Industries Ltd. Additional payments of up 
to $80 million may be made, depending on natural-gas prices during the next five years. 

In November, the company bought the Canadian operating assets of United Canso Oil 
& Gas Ltd., which had been placed in receivership earlier in the year, for $140 million. 

Through those purchases and the late-1987 acquisition of the assets of Sulpetro 
Limited for $715 million, the company obtained 37 billion cubic metres (1.3 trillion cubic 
feet) of gross proved natural-gas reserves and 5.7 million cubic metres (36 million barrels) of 
gross proved oil and NGL reserves. It also acquired an interest in about 5300 producing wells 
as well as rights to about 1.7 million hectares of associated land. 


Many sources contributed to increased oil production 


The 3500-cubic-metre-a-day increase in the company’s net production of total crude oil and 
NGL was attributable to increased production from a number of sources. 

The Syncrude oil-sands mining plant, in which Imperial holds a 25-percent interest, 
achieved record production levels during 1988, following completion of a major capacity- 
addition project. The company’s share of Syncrude’s output rose by 600 cubic metres 
(3800 barrels) a day to 6000 cubic metres (37 700 barrels) a day in 1988. 
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Imperial’s reserves of natural gas have grown substantially as a result of acquisitions, which have moved 
the company into the top ranks of Canadian natural-gas producers 


Production from the Cold Lake project increased by 1800 cubic metres 
(11 300 barrels) a day to 14 100 cubic metres (88 700 barrels) a day in 1988. The higher 
output resulted from improvements in the production process in the first six stages of the 
project, as well as from general improvements in operating efficiency. 

Production of conventional crude oil and NGL also increased by 1100 cubic metres 
(6900 barrels) a day in 1988. The main reasons for this were increased output from the 
Norman Wells oil field, increased production of hydrocarbon liquids associated with 
natural gas from the Sulpetro properties and enhanced oil recovery from the Judy Creek 
reservolr. 


RESERVES OF HYDROCARBON LIQUIDS 


(millions of cubic metres) 
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Reserves increase in 1988, keeping pace with higher production 


The company’s net proved reserves of crude oil and NGL increased for the seventh 
year in succession, reaching 260 million cubic metres (1630 million barrels) by the end of 
1988. Since 1981, the company’s net proved crude-oil reserves have more than doubled. 


Reserves of natural gas have grown by about 70 percent 


Net proved reserves of natural gas increased to 70.2 billion cubic metres (2.5 trillion cubic 
feet) during the year, up from 54.2 billion cubic metres (1.9 trillion cubic feet) the year 
before. During the past two years, acquisitions have caused the company’s natural-gas 
reserves to grow by about 70 percent. 

Natural-resource capital and exploration expenditures totaled $1107 million in 1988, 
including $420 million spent on acquisitions and $687 million to expand and support 
established operations. 

NATURAL RESOURCE CAPITAL AND EXPLORATION EXPENDITURES 


(millions of dollars) 
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Continued high level of capital expenditures reflects acquisitions and heavy-oil development 


At Cold Lake, the company proceeded with construction of stages seven to 10 of its 
bitumen-production project. By the end of the year, the central steam and processing 
plant for those four stages was nearly complete, as was most of the field construction for 
stages seven and eight. However, because of the steady erosion in oil prices during the 
year, the company decided to defer start-up of these facilities until the outlook for oil 
prices improves. : 

Nineteen eighty-eight also saw progress on production facilities for the Obed gas 
field, 250 kilometres west of Edmonton. The company paid $65 million toward the 
development of the field and receives 66 percent of its production. The start-up of Obed 
in early 1989 increases the company’s natural-gas sales by 0.9 million cubic metres 
(33 million cubic feet) a day, while sulphur sales nearly double because of the substantial 
sulphur content of the raw gas. 

Esso Resources maintained an active drilling program during 1988, resulting in a 
net interest in 490 exploration and development wells. Of that total, 266 were 
development wells in the Cold Lake region. The exploration drilling resulted in several 
modest discoveries of natural gas and oil in western Canada. 

In Canada’s frontier regions, the company*consolidated its holdings in 1988. In the 
Atlantic offshore region, the last two of the five agreements Imperial entered into with the 
federal government in 1982 for exploration in deep waters off the Atlantic coast were 
allowed to expire. 

In the Beaufort Sea region of the western Canadian Arctic, the company farmed-out 
two of its six four-year exploration licences. It relinquished another three of the licences. 
As part of the farm-out, one well will be drilled in 1989; another well is planned for 1990. 
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Cook’s choice: The choice of many 


chefs, amateur as well as professional, 
Canadian natural gas is not only a 
major source of Canadian energy but is 
in growing demand in the United States. 
Natural gas figured prominently in 
Imperial’s activities in 1988. The 
company acquired large reserves from 
others and developed production from 
new sources, such as the Obed gas 
project west of Edmonton (above). 
Imperial has a two-third share of 


the project. 
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OSLO development under way 


Engineering work began during the year on the OSLO oil-sands mining project, following the 
signing of a statement of principles with the federal and Alberta governments. The OSLO 
project (an acronym for “other six leases operation, a reference to oil-sands leases that were 
not developed as part of the Syncrude project) is to be situated 40 kilometres north of the 
Syncrude plant. Like Syncrude, it would operate by surface-mining the oil sands and 
converting the bitumen into light crude oil. 

The current engineering work is expected to be completed in 1991 and will yield a 
firm estimate of the cost of the project. Based on that cost estimate and an assessment of 
crude-oil prices at the time, a decision will be made whether to proceed with construction, 
which could be completed as early as 1996. 

In full operation, the OSLO plant would produce approximately 12 000 cubic metres 
(77 000 barrels) a day of light crude oil. Esso Resources holds a 25-percent interest in the 
OSLO project. 

Also during 1988, the company applied to the National Energy Board for a licence to 
export 144 billion cubic metres (5.1 trillion cubic feet) of natural gas from fields operated by 
Esso Resources in the Mackenzie Delta region of the western Canadian Arctic. The licence 
application is the first step in a process of developing and marketing the reserves. A hearing 
into the application has been called for April 1989. 

In 1988, the company undertook a detailed seismic study of its Taglu gas field in the 
western Arctic. Taglu is one of the largest undeveloped gas reservoirs in Canada and will bea 
central part of the export proposal. 


Sale of mineral assets part of a general strategy 


16 


In September, Imperial announced its intention to sell the assets of its mining division, Esso 
Minerals Canada. The sale is part of a general strategy to concentrate on Imperial’s core 
businesses of hydrocarbon energy and related products. In January 1989, Imperial entered 
into negotiations that may lead to the sale of certain properties. 

Production from the Byron Creek coal mine in British Columbia increased by more 
than 25 percent in 1988, as a result of sales to the Japanese steel industry. The company 
continues to explore for reserves of high-quality coal. 


PETROLEUM PRODUCTS 


N ineteen eighty-eight marked the third consecutive year of improved petroleum-product 
earnings, which increased to $210-million in 1988 from $188 million in 1987 and 
$174 million in 1986. 

Return on average capital employed improved to 9.7 percent from 9.0 percent in 1987 
and 76 percent in 1986. The improvement in 1988 earnings was mainly attributable to a reduc- 
tion in the corporate income-tax rate, combined with increased sales of higher-value products. 


1988 1987 1986 
FINANCIAL STATISTICS (millions of dollars) 
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One cubic metre (m’) is equal to approximately 6.3 barrels. 


EARNINGS FROM PETROLEUM PRODUCTS 


(millions of dollars) 
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Petroleum products continue to show year-over-year earnings growth 


Revenues from petroleum-product sales fell by about nine percent from the 
previous year, as selling prices were lower in response to strong competition from both 
domestic and imported products. 

The total volume of products sold declined slightly during the year, mainly because 
the company began processing customer-supplied crude oil for a fee rather than 
supplying products in certain instances. If that change had not occurred, the volume of 
sales would have been essentially unchanged from last year. Sales of Esso-brand gasoline 
and diesel fuel continued to grow during the year. 

PETROLEUM PRODUCT SALES 


(thousands of cubic metres per day) 
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Preceding year’s volume gains retained in 1988 


An old friend gets a new lease on life: 


Petroleum technology has come a long 
way since this beauty received its first 
fill-up. Esso Petroleum’s current line of 
No Trouble gasolines and quality 
lubricants is designed to improve the 
performance and prolong the engine life 
of both vintage automobiles and current 
models. An increasing number of Esso 
service stations, such as the one depicted 
above, conveniently cater not only to the 
needs of automobiles of all ages but to 


those of their owners as well. 
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Measures taken to strengthen the Esso brand 
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A number of measures were taken to support and strengthen the Esso brand during 1988. 
They included an ongoing investment program aimed at enhancing the quality of customer 
service and the range of facilities available at Esso retail outlets. 

The company also continued strengthening the Esso brand through the development 
and introduction of new and better products. During 1988, it followed up on its successful 
introduction of No Trouble gasolines by becoming one of the first companies in Canada to 
bring to market a new grade of engine oil. Protec Ultra SG satisfies the 1989 warranty 
specifications of a number of major auto manufacturers. The new product meets the 
increasingly stringent demands that today’s sophisticated automotive engines have placed on 
lubricants, because of the more widespread use of features such as turbochargers, which raise 
engine power but also increase operating temperatures and thus put more stress on lubricants. 


PETROLEUM PRODUCT CAPITAL EXPENDITURES 
(millions of dollars) 
Refining Total 


Capital expenditures rise as new marketing opportunities are pursued 


In refining operations, the largest maintenance program in the company’s history was 
successfully carried out at the Sarnia refinery. The program, which took about two months to 
complete, entailed shutting down two major production complexes to do maintenance work 
that couldn’t be performed while the units were operating. The program was aimed at 
increasing the reliability and efficiency of the refinery, as well as its capacity to process heavy 
oil from sources such as Cold Lake, which will enable it to take advantage of lower-cost 
feedstock opportunities. 

During 1988, the federal government announced an accelerated schedule for 
eliminating the use of lead as an octane enhancer in gasoline. Imperial fully supports the 
principle of reducing the lead content in gasoline and will meet the new requirements while 
supplying a full range of products that fulfill customer needs. 

The company continued to enhance its distribution system for petroleum products 
during the year. The newly deregulated transportation environment, in particular, provided 
opportunities to achieve major savings on shipping costs. 


CHEMICALS 


he chemical division achieved record earnings of $104 million during 1988, more 
than triple 1987 earnings of $34 million. 
Petrochemical operations were the main contributor to those results. Revenues 
increased by 22 percent, as healthy markets prevailed for most of the year. 
Demand for ethylene derivatives such as plastic resins was very strong and the 
company’s manufacturing facilities in Sarnia produced record quantities of both 
polyethylene and polyvinyl-chloride resins. 


1988 1987 1986 


FINANCIAL STATISTICS (millions of dollars) 
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One tonne is equal to approximately 1.1 short tons or 0.98 long ton. 


EARNINGS FROM CHEMICALS 


(millions of dollars) 
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Record earnings result from stronger markets for plastics and fertilizers 


Revenues from the sale of the chemical division’s performance-product segment also 
increased. Two new solvents for the adhesive industry were introduced and sales of 
intermediates (components of products used to make vinyl more flexible) were very strong. 


Ethylene plants operating near full capacity 

The extended period of economic growth in North America has led to high rates of capacity 
utilization among producers of ethylene and derivatives. Several new plants are expected to 
be built in North America during the next few years, which may cause prices to return to 
more traditional levels. 

Agricultural-chemical operations achieved a significant turnaround during 1988, with 
industry conditions improving as the year progressed. Revenues from sales of fertilizer 
increased by 13 percent in 1988, as selling prices improved and the volume of products sold 


declined only slightly. 
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Feeding the world: In three months 


or so these delicate seedlings will have 
been transformed into fully grown 
wheat, a staple of western Canadian 
agriculture and a major source of 
nutrition for a large part of the world’s 
population. Over the years scientists 
have been successful in substantially 
increasing crop yields through the use 
of carefully formulated fertilizers. At 
Esso Chemical’s complex at Redwater, 
Alta. (above), fertilizers are developed 
and manufactured to serve domestic 
and export markets. This modern 
facility is also responsible for fertilizer 
research and development for Exxon 


Chemicals worldwide. 


Nineteen eighty-eight was the first complete year in which the division supplied 
fertilizer to a number of major wholesalers in western Canada, under long-term contracts that 
were signed in 1987. This allowed the division’s phosphate production units to run at full 
capacity, thus improving overall plant efficiency. 


CHEMICAL SALES 


(thousands of tonnes per day) 
Petrochemicals 
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Agricultural chemicals 
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Sales volumes remain high despite major programs of planned maintenance 


More new fertilizer products being developed 


The agricultural-chemical group maintained its position as the Canadian industry’s new- 
product leader by bringing a new granular fertilizer to market during the year. Development 
work is under way on a number of additional new products. 

Both petrochemical and agricultural-chemical operations completed major programs of 
planned maintenance during the year. While those programs increased costs and reduced 
output in 1988, they have yielded measurable improvements in reliability and, in the case of 
the Samia ethylene unit, have increased production to record levels. 


CHEMICAL CAPITAL EXPENDITURES 


(millions of dollars) 
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Capital expenditures directed to improving facilities 
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FINANCIAL REVIEW 


mperial Oil maintained a strong financial position in 1988 despite lower earnings and a 
major program of capital investment. 
The company’s cash flow from operating activities was a healthy $982 million in 
1988, compared with $903 million the previous year (1986 — $1123 million), even though 
earnings were lower. Some non-cash deductions from earnings — such as depreciation and 
deferred income taxes — increased during 1988 because of the company’s large capital 
.investments in recent years. That increase, combined with the fact that less money was tied 

up in inventories and accounts receivable, caused the company’s operating cash flow to 
improve during the year. 


1988 1987 1986 


FINANCIAL PERCENTAGES AND RATIOS (a) 
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(a) For definitions of financial percentages and ratios, see the glossary of terms on page 32. 


Imperial’s annual dividend grew by more than nine percent to $1.80 a share in 1988 
from $1.65 a share a year earlier, following an increase declared in the fourth quarter of 1987. 
Total dividends declared during the year were $295 million, compared with $270 million in 
1987 and $262 million in 1986. | 

The company’s capital and exploration expenditures were $1376 million during the 
year, compared with $1456 million in 1987 (1986 — $648 million). About $420 million of 
the 1988 amount was spent on two major acquisitions, mainly of natural-gas reserves in 
western Canada. Of the remaining amount, $687 million was spent on natural resources, 
$179 million on petroleum products, $32 million on chemicals and $58 million on other 
operations. 

The company funded its large investment program mainly from internally generated 
cash and by drawing on its cash reserves, rather than through borrowing. 

About $34 million in new long-term debt was issued as part of the $280 million 
purchase of assets from Ocelot Industries Ltd., while $30 million in long-term debt was 
repaid during the year, resulting in a small net increase of $4 million in total long-term debt. 
(Long-term debt reported on the company’s statement of financial position is actually lower 
than last year, reflecting a reduction in the U.S.-dollar-denominated debt as a result of the 
stronger Canadian dollar.) 
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INTEREST-COVERAGE RATIO 
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Interest coverage remains favorable despite lower earnings 


DEBT COMPARED WITH SHAREHOLDERS’ EQUITY 
(billions of dollars) 


Shareholders’ equity Long-term debt and other obligations 
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Low debt maintained despite continued high level of capital expenditures 


Shareholders’ equity increased again 
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Because of the small amount of new debt issued, the company’s ratio of debt to shareholders’ 
equity was .21:1 during 1988, compared with .22:1 in 1987 (1986 — .20:1). Shareholders’ 
equity increased to $5774 million in 1988 from $5566 million in 1987. That increase 
resulted almost totally from higher retained earnings rather than the issue of new shares. 

The company’s interest coverage ratio (earnings plus income taxes plus total interest 
expense divided by total interest expense) was 8.8 during the year, down from one of the 
highest coverage figures in its recent history in 1987 (14.5), but stronger than 1986’s healthy 
7.7 times covered. The main reason for the lower interest coverage in 1988 was lower 
earnings, since interest costs increased only marginally. 

Imperial’s current ratio (current assets divided by current liabilities) was 2.0:1 during 
1988, compared with 2.3:1 in 1987 (1986 — 2.7:1). The main reason for the change was the 
reduction in the company’s current cash assets, some of which were used for acquisitions. 
Cash available at the end of the year was $96 million, compared with $405 million in 1987 
(1986 — $512 million). 

The above ratios are fully consistent with the strong credit ratings the company has 
received from major rating agencies in the United States and Canada over the years. 

In summary, although Imperial’s earnings declined in 1988, the company’s healthy 
cash flow and cash reserves enabled it to make some very attractive asset acquisitions and at 
the same time retain a strong financial position. 

Information on the company’s acquisition of Texaco Canada Inc. is contained in 
note | to the financial statements and in the supplement to the company’s annual report that 
is enclosed with this document. 


CONSOLIDATED STATEMENT OF EARNINGS 


millions of dollars 


REVENUES 
ENGEL OP ASHE Reh Mabie Hehe Mee 
Iaeiaral caterer) oxen AAR UE! ee. 
Petroleum products (3) ciy divas 
Cerremaicalsier sail Pitot Ae OMG eG 7) oe | 
Other operating revenues. 0) .00.001.. 
Interest and investment income (4). .... 


EXPENSES 
EO OTAOM Aen Ace ah ae Utils 
Purchases of crude oil and products (3). 
Extracting, processing and manufacturing 
Marketing and administration......... 
PETE SHLOMO Ai. cyt rnrlakee Che wales 


MNGEAMIERUEINGES TASS SAV he hale de eit wales 


DCO ARES Cc hike iat ® bleh dae nes 
MOREE E FARESTUT ie ths ow ialdla once end gio 


[QO 17 SUTIN: CoS UND Ale CS 


EARNINGS FROM OPERATIONS...............0-% 
PUMMISHALIEEIIS AGL iets Arie aaa sito al 


EARNINGS AFTER UNUSUALITEMS .............. 
PER-SHARE INFORMATION (dollars) 


Earnings from operations (16) ........ 
Earnings after unusual items (16)...... 


we] eo! ey ©) faiiier relies oy pi lio We ehiarcia)i “wi te) helped 6) ee ere aeL a! bs ge'ia) te) ei elev Reon Ow: 


es pO Mine ay, Leo) (a) opp Bgkeu Sbleh gu CE Key Le Wel xi 1s) belie ieW\ aye deh iai lel vo. be isl lokiny ole ol-l0/ fel ye 


iVIGeNGS 68 CLAY eT AL hel AN Are oe Senin. Lint WLP cg tine RD SO EOD rh neat Rate (by 14.13 


Imperial Oil Limited 


1988 


312 
208 
5334 
944 
307 
100 


7205 


3.06 
3.06 
1.80 


For the years 


1987 


467 
101 
5672 
780 
539 
113 


7672 


77 
2897 
1176 

943 

83 


5176 


2496 
392 


2104 
399 
989 

1388 


716 
29 


149 


ano VG 
4.59 
1.65 


The notes referred to on this and the following two pages are found in the notes to the financial statements, pages 33 to 38. 


The summary of significant accounting policies and the glossary of terms are found on pages 31 and 32 respectively. 


1986 


ca Ps 
103 
5356 
732 
478 
100 


7046 


116 
3012 
1155 

882 

104 


5267 


1779 
343 


1436 
Pak: 
743 
996 


440 
(155) 


285 


2.69 
Lis 
1.60 
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CONSOLIDATED STATEMENT OF CASH FLOWS (a) Imperial Oil Limited 


For the years 


millions of dollars 
inflow (outflow) 


1988 1987 1986 


OPERATING ACTIVITIES 
Eamings Thom OpeTanONe uy Ants okt eee ee ree ae 501 716 440 
Expilorationiexpenses (Oy oi. ews oui Lar hee ete ans ota ee 123 Wa 116 
Work-torce eduction! programs (UII Cue aruin ich Wha A NaN ees Naar eae = = (29) 
Gharges toleamings notallecting cash (e)G sy) an) ae vii Wind NENG nese ee Nt eee 574 446 398 
Change in operating assets and liabilities: 
Receivalslesats A eh Ui Le be ek h tek OPN Ua Va TS POTS oe Cree Cr end Wk i Chaz) Ars 
lnyentotiestaidy premeaids 2) NL ce Ciao he se ena REA Ns SPALL TOT.) CLO ae 
Ta HMBs/ Hi dino WOR aed Mey CEC EAL CTO TL tag A (127) 206 (361) 
Divideinds, patel eo ivnceudeussqeterdaniunbbabtala thu atan te tte dich th ae dab Meek nilataieabays cre ai) eA e (293) (260) (263) 
CASH PROVIDED FROM ORERATING ‘A CHIVITIES, HUEY ORs d ayy he TERA rts Coen ODIO Bie te de Sa 982 OOS ah 25 
INVESTING ACTIVITIES 
Payments for capitallandrexploration expenditures: 222 eins vee otis ee ain enh eete (1386) (1412) (648) 
Proceeds tromisale ol\property, iplant and equipments i\ kul yin ens cee a ee eo nee 17 ey er) 
Proceeds from sale of Building Products of Canada Limited (11) .................... ori 122 
Shoxt-termunvestinents ete; Lawes tA Pale de ek GR eee oe cae deer Sameer avin 91 20 4), 
CASH USED UIIN INVESTING AG TIVITIES) jos Gots As heed Ged ahs bic RnG Mate ect ies Sea et (1278) 0.1233) H1Gs4) 
FINANCING ACTIVITIES 
Notes isstiedite) (NM aA ey iy RP AR Oe Ue a ae Pee ee eT eR eae 34 216 _ 
Repaymentiof long-term debt.and other obligations .0)., UMS) JERI A (30) (30) (30) 
Returement.of 154 s-percent debempures\(US.) U1 iy hui) oe le tian Dek Nae eee _ — (315) 
Short-term tborrewitigs nen Pte rg eae ee i eee (17) 3u (1) 
Common shares issued. (16)... eek ve cote eo eae 7 er VPA tate 3a hl OY _ — aN 
CASH, PROVIDED FROM (USED IN) FINANCING ACTIVITIES 45,0 ath hate, steed We ae ate es ear eg CIS ilee223 (325) 
(DECREASE). INCREASEVINVG@ASH. ia ty Site fue, alee (aa aa ie ae ae ee eee ieee ye eaten (309) (107) 244 
CASH AT: BEGINNING OF PERIOD, by) ()irothiscls ein to eran eter ae ence en aa Ree W yas 405 592 268 


CASH AT END OF PERIOD 


(a) The company adopted the statement of cash flows in 1988. This statement provides information about cash receipts and payments. The 
consolidated statements of earnings and financial position are prepared on the accrual basis. Data for the years 1987 and 1986 have been 
revised to be consistent with 1988. 


(b) Exploration expenses have been deducted in arriving at earnings from operations. For the purpose of this statement they are reclassified 
to investing activities and included in the line “payments for capital and exploration expenditures”. 


(c) This includes depreciation and depletion, deferred income taxes and earnings from equity investments less dividends received. 


The summary of significant accounting policies and the glossary of terms are found on pages 31 and 32 respectively. 
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION Imperial Oil Limited 


As at December 31 


millions of dollars j 1988 1987 change 
CURRENT ASSETS 
OEP ONE PTE SOF AE Oa NAOT ELD ACO CY RCA TET ae UT RRR VIL ns Oe 96 405 (309) 
Marketable securities at cost, which approximates market value..................... 28 116 (88) 
oS TLS VNAUIESNE forefoot Lean OS 01S) 8 RSME FP? GRR TY RIE a RU SL EOE PCA WTAE A 796 791 5 
De RLOMes at Crue Matl anu OCS ala Al bate oe cits leh edeh melas hic ede tahoe acces detabaetia ode 674 882 (208) 
eA cialis, SUNS: dn Cup le pala uexPeWSES Meals i hay./- 14s Pinan il gh Aer A Gr ibis Kyta ee 147 2 
Pe ECCONCUIDIGL nL aie ee Se te ee Ue Be fone ke 26 a 26 
PRR EMOUIR REN Pe AGSIMES vhs Chili afm ala brit twee MOIR CLM ra Foss. fou oo G RACER ls lhe MERIAL Lk CIRM Lia it cs, W072 2341 (569) 
CURRENT LIABILITIES 
OREO MA OTS Mee RM Meee rere Cet meen tea Sh Rhea ee rit dante be Niland 20 37 (17) 
Aecounts payable and-accnued Wabilities;G) TO)! fee eR AES, 878 938 (60) 
TENCE By ELM OU Sk Oa ae ade ao ee nee SE a — 54 (54) 
TOOT AG SOA SS UNS TUg mT eae es a Al areas 5 a ace A Rel NA UA 898 1029 (Uae il) 
START OACENGOAPLRATIO SMbA ea A RUE PENI CO ae a LEMON A rh cvs 874 1312 (438) 
inwestinents and othemlomng-term assets i(O)) p<. aby Wish bald BC ee ns gta do le 400 407 (7) 
Property, plant and equipment at cost, less accumulated depreciation and depletion (5).. 7504 6730 ee 
eM PLTAMPLOVED Maths med eNO Le Uhl Lbdicin'ssaleis toate Wie ee Weta eee eats toe ae ot eae STIS “S449 329 


SOURCES OF CAPITAL EMPLOYED 


Reh Sr adc Werd fy to) RSME Rt eY Pune CO arr a RECO LiG rc 9t oLSho- Aone OMI aed LSS a AL MUN aad AURA 805 823 (18) 
Other long-terin obligations (9,19) eS ye. eA POUR Mee) Nang MSA A er EE 412 383 29 
Commitments and contingent liabilities (12) 
DSte TSR IT COMIE AES MiNi KEN May esses taiips sacle are be duce og AE PPP Me? ACG SA ded 1787 =1677 110 
SHAREHOLDERS’ EQUITY 
OTIS ALCS LO sb UA 14 ts Es ESR leases Nie atic kik A aad as ORME ET eas MD 1426 381424 2 
Earnings retained and used in the business: 
PAL DEGIITIS OL VEAL ee tle ate ay he) Veratay aa beid ve EMS METER EEE RRL NAH a A 4142) (2067 A715 
Fares $n MG Yeats tt Mean ete eed cs ketal) Mal ea EN hee inhies ara) fel 501 745 (244) 
DIV ECETAS 5505 ho ee adie ee vO ANA le A ol Pe Ce ee a Die sts A ob (295) (270) (25) 
1510s vale) bh (2 \ HGR MD A Winky A LL a ARP ca AP ters 7s Rt MN ee 4348 4142 206 
MOLANES PAREHORDERS) BOUND Yes tiaWawns an) cles 5 ald \0 NO) 1 AM Dae eh ree ak. 5774 5566 208 
TPOIAE SOURCES OR CAPITAL EMPLONED Sion) a sheet ict ial avert Ate Ww Re Bed oN UNAM ee To IMG Reva FB AG 8778 8449 329 


The summary of significant accounting policies, glossary of terms and notes are part of these financial statements. 


Approved by the board 

Cnsten, Klay <-* Cou Couny 
Chairman and chief Executive vice-president and 

executive officer chief financial officer 
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MANAGEMENT REPORT 


The accompanying consolidated financial statements and all 
information in this annual report are the responsibility of 
management. The financial statements have been prepared 
by management in accordance with Canadian generally 
accepted accounting principles and include certain 
estimates that reflect management’s best judgments. 
Financial information contained throughout this annual 
report is consistent with these statements. 

Management has developed and maintains an extensive 
system of internal control that provides reasonable 
assurance that all transactions are accurately recorded, that 
the financial statements realistically report the company’s 
operating and financial results and that the company’s 
assets are safeguarded. The company’s internal audit 
department reviews and evaluates the adequacy of and 
compliance with the company’s internal controls. As well, it 
is the policy of the company to maintain the highest 
standard of ethics in all its activities. 

Imperial’s board of directors has approved the 
information contained in the financial statements. The 
board fulfills its responsibility regarding the financial 
statements mainly through its audit committee, details of 
which are provided on page 53. 

Price Waterhouse, an independent firm of chartered 
accountants, was appointed by a vote of shareholders at the 
company’s last annual meeting to examine the consolidated 
financial statements and provide an independent 
professional opinion. 


SAM MO ED Conant 
Ki lelezin 
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AUDITORS’ REPORT 


To the Shareholders of Imperial Oil Limited 


We have examined the consolidated statements of earnings 
and of cash flows of Imperial Oil Limited for each of the 
three years in the period ended December 31, 1988 and the 
consolidated statement of financial position as at 
December 31, 1988 and 1987. Our examinations were 
made in accordance with generally accepted auditing 
standards, and accordingly included such tests and other 
procedures as we considered necessary in the 
circumstances. 

In our opinion, these consolidated financial statements 
present fairly the results of operations and cash flows of 
the company for each of the three years in the period 
ended December 31, 1988 and its financial position as at 
December 31, 1988 and 1987 in accordance with 
generally accepted accounting principles in Canada 
consistently applied. 


fy i WR Seen 


Chartered Accountants 
1 First Canadian Place 
Toronto, Ontario 
February 27, 1989 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


PRINCIPLES OF CONSOLIDATION 

The consolidated financial statements include the accounts « 

of Imperial Oil Limited and all its subsidiary companies. 

Intercompany accounts and transactions are eliminated. A 

list of principal subsidiary companies is shown on page 38. 
A significant portion of the company’s activities in 

natural resources is conducted jointly with other companies. 

The accounts reflect the company’s proportionate interest 

in such activities. 


INVENTORIES 

Inventories are recorded at the lower of cost and net 
realizable value. The cost of crude oil at refineries and 
products is primarily determined using the average-cost 
method. Crude oil in transit is valued at actual cost. 


INVESTMENTS ; 

The principal investments in companies other than 
subsidiaries are accounted for using the equity method. 
They are recorded at the original cost of the investment 
plus Imperial’s share of earnings since the investment was 
made, less dividends received. Imperial’s share of the 
earnings of these companies after income taxes is included 
in the consolidated statement of earnings under the revenue 
line “interest and investment income.” 

Other investments are recorded at cost. The only 
income recorded by Imperial is the dividends from these 
investments. 

The percentage owned by Imperial of each of its 
principal investments and the amount at which all 
investments are recorded are shown in note 6 on page 34. 


PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment, including related 
preoperational costs and design costs of major projects, are 
recorded at cost. 

The company follows the successful-efforts method of 
accounting for costs of exploration and development 
activities. Costs of exploration acreage are capitalized and 
amortized over the period of exploration or until a 
discovery is made. Costs of exploratory wells are capitalized 
until their economic status has been evaluated, and costs of 
those wells found to be dry are charged against earnings. 
All other exploration costs are charged against earnings as 
incurred. All costs of development wells and successful 
exploration wells are capitalized. 

The costs of maintenance and repairs are charged to 
operating expenses. Improvements that increase the service 
capacity of an asset or prolong its service life beyond that 
contemplated in the established rates of depreciation are 
capitalized. 


Imperial Oil Limited 


The cost of natural gas and natural-gas liquids used as 
injectants in enhanced (tertiary) oil recovery projects is 
capitalized as a development cost. Investment tax credits 
and other similar grants are treated as a reduction of the 
capitalized costs of the asset to which they apply. 

Depreciation and depletion of the capitalized costs of 
producing wells and leases, of the Syncrude project and 
Cold Lake plants and of operating mines are calculated 
using the unit-of-production method. Depreciation of other 
plant and equipment is calculated using the straight-line 
method, based on the estimated service life of the asset. 

Gains or losses on assets sold or otherwise disposed of 
are included in the consolidated statement of earnings. 


CONSUMER TAXES AND CROWN ROYALTIES 

Taxes levied on the consumer and collected by the company 
are excluded from the consolidated statement of earnings. 
These are primarily provincial taxes on motor fuels. Crown 
royalties are also excluded from the consolidated statement 
of earnings. 

In order to encourage investment, the Alberta 
government has reduced the amount of royalties payable 
during the early years of certain projects by allowing for the 
deduction of certain capital costs in determining the royalty. 
The result is an increase in the company’s share of 
production, which is accounted for as additional income. 


TRANSLATION OF FOREIGN CURRENCIES 

Gains and losses on forward-exchange contracts, which are 
effective hedges against foreign-currency exposures, are 
offset against the associated gains and losses of the hedged 
item. 

Long-term monetary liabilities payable in foreign 
currencies have been translated at the rates of exchange 
prevailing on December 31. Exchange gains and losses 
arising from the translation of long-term debt are amortized 
over the remaining term of the debt. 


INTEREST COSTS 
Interest costs are included in expenses as incurred. 


NATURAL-GAS TAKE-OR-PAY CONTRACTS 

Amounts received under these contracts for future delivery 
of natural gas are recorded as deferred revenue. These 
amounts are included in sales revenue when the gas is 
delivered. 
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GLOSSARY OF TERMS 


Average cost refers to a method of inventory valuation 
where the unit cost is a weighted average of the cost of the 
opening inventory and the cost of inventory produced or 
purchased, calculated on a monthly basis. 


Capitalized cost is the cost of an item that will have an 
extended useful life and is consequently recorded as an 
asset on the consolidated statement of financial position. 
The capitalized cost is then allocated over time to expenses 
in the consolidated statement of earnings. 


Cash represents cash at bank and cash equivalents, which 
are all highly liquid marketable securities with a maturity of 
three months or less when purchased. 


Deferred income taxes are the difference between income 
taxes deducted in calculating earnings according to 
conventional accounting practice and taxes currently 
payable under income-tax legislation. They result from 
certain deductions from income being recognized in 
different periods for tax and accounting purposes. The 
largest source of deferred income taxes is depreciation and 
depletion, where deductions are made earlier for tax 
purposes than for accounting purposes. Deferred income 
taxes are not a liability under the law. 


Depreciation and depletion are terms describing the 
allocation of the capitalized cost of assets to expense over 
the period of their useful lives. The amount deducted in the 
consolidated statement of earnings reflects one period’s 
share of the cost of property, plant and equipment. 
Depreciation is applied to tangible assets and depletion to 
intangible assets such as petroleum and natural-gas rights. 


Hedges are actions taken to offset the risk to the company 
of market fluctuations. The most common involve 
agreements to buy or sell foreign currency in the future at a 
set rate, so as to offset the risk of foreign-exchange rate 
fluctuations. 


Levies comprise the Petroleum Compensation Charge and 
the Canadian Ownership Special Charge. 


Marketable securities are securities of the governments of 
Canada and the provinces, banks and other high-quality 
corporations with a maturity of greater than three months 
when purchased. These securities are either short term 
with a fixed interest rate or are floating-rate securities, with 
rates dependent upon short-term interest rates. 


Net realizable value is the estimated selling price of an 
asset, less the estimated costs of preparing the asset for sale 
and of selling it. 
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Operating working capital is working capital (the excess of 
current assets over current liabilities) less cash. 


Other operating revenues are revenues from the sale of 
products and services, other than the sale of crude oil, 
natural gas, petroleum products and chemicals. These 
include tires, batteries, auto parts, coal and other minerals 
and, until 1987, building materials. 


Write-down refers to the downward adjustment of the 
recorded value of an asset. Normally this occurs when the 
recorded value is greater than the net realizable value. 


FINANCIAL PERCENTAGES AND RATIOS 
Current ratio is current assets divided by current liabilities. 


Debt as a percentage of capital employed is the sum of 
long-term debt and other long-term obligations divided by 
capital employed. 


Debt as a percentage of debt plus shareholders’ equity is 
the sum of long-term debt and other long-term obligations 
divided by the sum of shareholders’ equity, long-term debt 
and other long-term obligations. 


Debt to equity ratio is the sum of long-term debt and other 
long-term obligations divided by shareholders’ equity. 


Interest coverage ratio is the sum of earnings from 
operations, total interest expense and income taxes on 
earnings from operations divided by total interest expense. 


Price earnings ratio is the closing share price as at 
December 31 divided by the earnings from operations per 
share. 


Reinvestment percentage is the total cash used in investing 
activities during the year divided by the total cash provided 
from operating activities. 


Return on average capital employed is the sum of earnings 
from operations and after-tax long-term debt interest 
expense divided by average capital employed. 


Return on average shareholders’ equity is earnings from 
operations divided by average shareholders’ equity. 


NOTES TO THE FINANCIAL STATEMENTS 


1. SUBSEQUENT EVENT 


Imperial Oil Limited 


3. PETROLEUM PRODUCT PURCHASE/SALE AGREEMENTS 


On February 24, 1989, the company completed the 
acquisition of substantially all of the 120.8 million 
outstanding shares of Texaco Canada Inc. at a price of 
(U.S.) $34.36 per share for a total amount of approximately 
$4960 million in Canadian dollars. While Texaco Inc. of 
White Plains, N.Y. received cash for its approximately 
78-percent interest, minority shareholders of Texaco 
Canada received payment in cash or in Imperial Class A 
shares. . 

Texaco Canada is a major fully integrated oil company 
engaged in the exploration for and production of oil and 
natural gas as well as in the refining, distribution and 
marketing of petroleum products. 

This transaction is being financed by a combination of 
a loan facility through a Canadian bank,-commercial paper, 
short-term borrowing and the issuance of shares to Texaco 
Canada minority shareholders. In addition, Exxon 
Corporation acquired sufficient Imperial shares to maintain 
its 69.6 percent equity interest in Imperial. 

Unaudited pro forma condensed financial statements 
and related notes for 1988 are provided as part of a 
separate supplement to this annual report. These pro forma 
statements and notes form part of note 1 to Imperial’s 1988 
financial statements. The pro forma statements are not 
necessarily indicative of Imperial’s future consolidated 
financial position or consolidated earnings as they do not 
include the impact of potential divestments or of synergies 
between the two companies. 


2. CRUDE-OIL REVENUES 


The company supplements its own production to meet its 


refining needs by buying crude oil and selling any unused 
quantities. Those sales, which amounted to $521 million in 
1988, are excluded from reported revenues and purchases 
(1987 — $879 million; 1986 — $962 million). 


Purchase/sale agreements with other companies help the 
company meet its supply requirements while reducing 
transportation and other costs. Sales under those 
agreements are not included in revenues but are offset 
against the related purchases. In 1988, sales under those 
agreements amounted to $706 million 
(1987 — $782 million; 1986 — $819 million). 
Accounts-receivable and accounts-payable balances with 
each company relating to such purchase/sale agreements 
have been offset. 
4. INTEREST AND INVESTMENT INCOME 

1988 1987 1986 


millions of dollars 


Interest on marketable 


securities and short-term deposits ... 52 70 50 
Earnings (after income taxes) 

fromequity investments ¥).)1)0).!/6 20. DO Sau Se) 
Other interest and investment 

TDGCOMEN ty Wi Cs ene me TO HELOT lS 
Total interest and 


investment income .............. LOO” 113 S100 


Dividends received from 
equity investments............... 235) 4!) Dyed 


5. PROPERTY, PLANT AND EQUIPMENT 


millions of dollars 1988 1987 1988 1987 
accumulated 
depreciation 

cost and depletion 


Natural resources 

Exploration and 
Production Yi. Wie: 45440 OG hi Lo20 1135 
Eleavon aire steer .nidial LOVEE PN ZOO Os (340 279 
Coal and other minerals . 204 204 40 32 


6722 ©5755. 1700 1446 


Petroleum products...... 2882") 2790) \\ S48 1307 
Chemicalsamayrasigaiyiwy i EPSON EREO, WATTS 
Oniier regi Ney WG), S265))) 27 LE LON BOS 
Total property, plant 

and equipment........ 11089 9957 3585 3227 


Less accumulated 
depreciation and 
depletionnr Ase Retin sat 3585 3227 


Net investment......... 7504 6730 
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NOTES TO THE FINANCIAL STATEMENTS 


6. INVESTMENTS AND OTHER LONG-TERM ASSETS 


millions of dollars 1988 
Investments 
Recorded at equity value: 

With quoted market value (a) ......... 234 

Without quoted market value (b) ...... 23 
Recorded atvcost Oy veal oe ent 4 
Uptal investments Gc)iic bia ve cheated, 261 
Long-term receivables ache ow vag anes ia iin 39 
Deferred foreign-exchange loss on 

long-term epee a apo oe nee — 
Deferred post-employment benefit charge 

(ote |.US) 4 seb bisa de hk eas Oe 36 
Biel eT MAO LoT MDE AE Vad PbS ARUN Wo UNH 64 
Total investments and other long-term 

ASSEIS! A SOME ANID yah Moms eee erage aaa 400 


(a) This amount represents Imperial’s investment in 


Interhome Energy Inc. Imperial owns 9.0 million shares 


(22.8 percent) of Interhome; the cost to Imperial was 


1987 


407 


$38 million (1987 — $18 million). The market value of these 


shares at December 31, 1988, was $387 million 
(1987 — $371 million). 


(b) This represents investments in the following 
companies: 


percentage of ownership 


Alberta Products Pipe Line Ltd. 35.0 
Montreal Pipe Line Limited 32.0 
Rainbow Pipe Line Company, Ltd. 399 
Tecumseh Gas Storage Limited 50.0 


(c) See page 31, Investments. 
7. INCOME AND OTHER TAXES 
millions of dollars 


Current and deferred income taxes 


FeGerali 2 BED UCU Laat arate ST a Ue 201 298 
PROVITICIALA ie LM ale Ce On 89 101 
Total income taxes................ 290 399 
Other taxes 
Federal ‘Sales tax Se) ieee oe 331 381 
Fuel excise: taxes chr iipeti ae evi 545 522 
Property andiother taxes 102 van): 88 
Total other taxes.................. 964 989 
Total income and other taxes ....... 1254 1388 


OF 


1988 1987 1986 


178 
75 


253 


385 
261 
97 
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Summary of income-tax calculations 


millions of dollars 


Farnings betorettaxes trues einem ut 1755 2104 1436 
Deduct: 
EDUTe Rtas ts Crh sU ne att ty ren eta 964 "989" 5745 
Earnings from equity investments... 32 33 35 
Adwasted: earnings) .\,i8 sv. sate settee oe 759 1082 658 
Basic corporate tax rate (percent)..... 40.2): 4999 \iaO72 
Incometaxes at basicwwate w\/W5e ee 351) + 540) 330 


Increases (decreases) resulting from: 
Nondeductible payments to 
POVETTIINIEINES Shy. coud Lory fara D4 OCF ra 
Resource allowance! fen eee (59) (119) (81) 
Depletion dllowamee es ae M nin ce (25) (7 Rasa 
Manufacturing and processing 


CLAGIE LARA AR CMa eee ine A ene (19) (13) (16) 

B10) ARRAN AGRE MUA PLR taht ot Af (: | (12) CO es 
INCOME TAXES! Sevan RA alte ethane 290. 3991233 
Effective income-tax rate (percent) .... 38.2 36.9 38.4 


Increases (decreases) in 
deferred income taxes resulting 
from timing differences: 


Depreciatiani anata. a cran apts aa DURANT AS S'S) 5 
Successful drilling, injectants 
and land acquisitions ........... $f a ee 
CVE Te art MALARIA Ailrgen ce Chee 24 (39) (4) 
Deferred income taxes (a).......... 1210). 64 igs 


Current income taxes (a)........... 169 335 185 


The operations of the company are complex and related tax 
interpretations, regulations and legislation are continually 
changing. As a result, there are usually some tax matters in 
question. The company believes the provision made for 
income taxes is adequate. 

Cash income-tax payments, after deducting investment 
tax credits, were $172 million in 1988 (1987 — $201 million; 
1986 — $115 million). 


(a) Changes in income taxes as a result of unusual items 
recorded in 1986 and 1987 are not included. 


8. LONG-TERM DEBT 


1988 1987 
year of rate of millions of 
issue maturity date interest dollars 
Sinking-fund debentures 
POD Ie, VS NTOBO ls) lw 81/2 aa 6 
eRe D AL LOO ii) ad ng 73/4 ez 16 
BWLD: MOO jl pale 107/s 49 54 
Bel ED. Vd 9O5 oo. 0.55 Sita o es 93/4 53 60 
1979 Sept. 15, 2009 (1988 — 

U.S. $226 million; 1987 — 

W.S2$226umillion) .. ive tid 93/4 269 294 
Total sinking-fund debentures ... 383 = 430 
Other debentures and notes 
Reo waren 1199S fk ts) a le 125 125 
HOB june 30) 1993: (al)is' oye os 10.724 200 200 


1988 March 31, 1994 
(1988 — U.S. $24 million). 91/2 28 _ 


Deon aiMarchy D1 MOOFs Ci oie hs. 104s 6 ~~ 
Total debentures and notes...... Vo ONIN gs) 
Capitalized leases (b) .......... 63 68 
Total long-term debt (c)......... 805 823 


(a) This note bears interest at a base rate of 10.724 percent 
per annum on the $200 million face value, as well as a 
bonus interest rate based primarily on future natural-gas 
prices (together not to exceed 20.724 percent per annum). 
At the time of the transaction this note was recorded at its 
estimated fair market value of $216 million and the 
premium was included in other long-term obligations. 


(b) Imputed interest on capitalized leases will be 

$42 million during the next five years and $89 million 
beyond five years and over the remaining life of the leases. 
Capital lease principal payments made during 1988 were 
$5 million (1987 — $5 million; 1986 — $17 million). 


(c) Future principal payments: 


Sinking-fund Other debentures Capitalized 
debentures and notes leases 
millions of dollars 
1989 ip 2 4 
1990 8 2 Z 
1991 L2, 2 ] 
1992 a4 2 i! 
1993 24 Bei i 


Unused lines of credit with major Canadian banks totaled 
$713 million at December 31, 1988 (1987 — $734 million). 


Imperial Oil Limited 


9. OTHER LONG-TERM OBLIGATIONS 
millions of dollars 1988 1987 


Deferred revenue on take-or-pay gas 


COMLTAGES ME Span hae Sedan othe eden 92 78 
Employee retirement income benefits 

CRORE EAS aa LR AR Tt aie aut ee Mel LA Aloe 
Other post-employment benefits (note 15) . . 69 61 
Oiler OolioAHOMS lias GN ao lnliLse | 104 107 
Total other long-term obligations......... AND) 383 


10. INTEREST EXPENSE 
millions of dollars 1988 1987 1986 


Long-term debt: 


Debentures and notes ......... 75 61 84 
Capralized leases ity .ta)) total k 10 10 ll 
Shortetemnm Tete |. eye i el 3 3 3 
Behiers ied) MAM: ca! / Ne ok ON te 14 9 6 
Total interest expense .......... 102 83 104 


Cash interest payments in 1988 were $103 million 
(1987 — $81 million; 1986 — $108 million). 


11. UNUSUAL ITEMS 


millions of dollars 1988 1987 1986 
Building Products of Canada 

ACTETAIRETIND ath GUA |S heal spe sib ane Glin cht ~ 29 — 
Work-force reduction programs .. . ma te (90) 
Retirement of debentures ........ _ - (65) 
Total unusual items............. — Oy Loe) 


Building Products of Canada Limited — In 1987 the 
company sold its wholly owned subsidiary Building 
Products of Canada Limited. The proceeds from the sale 
exceeded the book value and resulted in the recording of a 
gain of $29 million, after income tax of $9 million. 


Work-force reduction programs — In 1986 the company 
announced plans to reduce its work force, mainly through 
two voluntary programs that offered eligible employees 
enhanced pension benefits for early retirement and offered 
others lump-sum payments for leaving the company. The 
staff reduction and associated reorganization resulted in a 
charge to earnings of $90 million, after income-tax credits 
of $81 million. 


Retirement of debentures — In 1986 the company took 
steps to retire its (U.S.) $200 million issue of 15/2 percent 
sinking-fund debentures due December 1, 2011. The total 
cost of retiring the debt was (Canadian) $315 million, 
which came from existing cash reserves. The premium paid 
for the retirement of the debentures, as well as a 
foreign-exchange loss arising from the transactions, resulted 
in a loss of $65 million, or $0.40 per share, after 
income-tax credits of $10 million. 
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12. COMMITMENTS AND CONTINGENT LIABILITIES 


The future liability for long-term contractual obligations and 
commitments, all arising in the normal course of business, 
does not significantly affect the company’s consolidated 
financial position. 


13. BUSINESS SEGMENTS 


Petroleum 
products 


1988 1987 1986 


Natural 
resources 


1988 1987 1986 


millions of dollars 


Revenues 

Sales to customers... 603 658 469 5570 5844 5459 
Intersegment sales... 1278 1505 1193 114 397 313 
Total revenues ..... 1881 2163 1662 5684 6241 5772 
Earnings before 

tAXES TA Calsada ee 242 731 319 1290 1283 1004 
Income taxes! av. 710), 278 96 158 163 145 
Othertaxes........ 21 21 27 922932685 
Earnings from 

operations ....... 15) 4320196) 210s 18S iL 74 
Capital employed 

Segment assets ..... 5409 4671 3708 2626 3013 2521 
Less current 

habilinesn. 42) 213) 399 S186 485 830 517 
Total capital 

employed ........ 5136 4312 3522 2141 2183 2004 
Depreciation and 

depletion ........ 264 202 180 128 114 103 
Capital and 

exploration 

expenditures ..... 1107 1240 457 TFS a 45 


The company operates its business in the segments 
described in the operating reviews. The information in the 
table above is presented as though each segment were a 
separate business activity. Intersegment sales are made 
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Pending lawsuits against the company would not, in 
the opinion of counsel, result in any financial liability that 
would significantly affect the company’s consolidated 
financial position and earnings. 


Other 
investments 


1988 1987 1986 


Consolidated 
1988 1987 1986 


Chemicals 
1988 1987 1986 


939 774 732 93 396 386 7205 7672 7046 
51) \ S848.) 15) Uy Olah ee ea 
990 832 780 108 413 405 7205 7672 7046 
183 69 33 40 21 80 1755 2104 1436 
72). 28). 1D ,\,(10) (70), 2, Boo eats 
Tito 6% dae 20°) Ds Ce esa iam 
104 34.17". 36) 62" 53) S01 wiguaaD 
893 993 1006 858 1363 1558 9676 9478 8648 
SOO AMO NN Aiea 2200, AEA 
833890 947 _668 1064 1268 8778 8449 7741 
5B.) (530) bth) 23.040) 462) soo a 


essentially at prevailing market prices. The consolidated 
figures exclude all intersegment transactions. As a result, 
certain lines do not add across. 


14. EMPLOYEE RETIREMENT INCOME BENEFITS 


Retirement income benefits are company paid and cover 
almost all employees. Benefits are based on years of service 
and final average earnings. The company’s related 
obligations are met through a funded registered retirement 
plan as well as through unfunded supplementary benefits 
that are paid directly to almost all surviving spouses and 
certain retirees. The data below incorporates both the 
funded and unfunded benefits and the company’s share of 
the Syncrude joint-venture retirement plan. 

Pension expense and obligations for both the funded 
and unfunded benefits are determined in accordance with 
generally accepted accounting and actuarial procedures. 
The process includes making certain assumptions, which 
are described in note (a). 


Annual pension expense — accrual basis 
millions of dollars 1988 1987 1986 


Dorota uiausian tems Ly ale 78 47 39 
1986 early retirement program ..... _ — 109 
FOMALDEMSION EXPENSE au. 1/4 «ya pilaiere oh 78 AI nc 


Assets of the retirement plans are held primarily in equity, 
fixed-income and money-market securities, real estate and 
resource properties. Company contributions to the 
retirement plans are based on independent actuarial 
valuations and are made in accordance with government 
regulations. These contributions amounted to $49 million 
in 1988 (1987 — $48 million). 


Funded status of the company’s obligations at 
December 31 


millions of dollars 1988 1987 


Funded retirement plans: 


Market wale of assets) |.) Lie ay 1361 1293 

Accumulated earned benefit obligation (b).. 1075 1050 

INSSEISIGNCESS Vapi dyin ).\ At alee s euMnregatye t 286 243 

Additional unearned benefit obligation (b).. 269 241 

Retirement plan 'surplus.).) 0 < Maier sobere Li, 2 
Unfunded supplementary retirement income 

DMCATONS SONY sy wold Adi th ea 342. 295 
Net unfunded obligations............... B23, 293 


The net unfunded obligations consist of: 
Liability previously expensed and 
recorded in the statement of financial 


position — long-term (note 9)......... L474 197 
ALO S14 (30 | OE AR WES] PON ELPS RRR RED 10 ) 
Unrecorded obligations |... 0.40. y as 168 = 147 
Total AS Ue IRN) LER poate Clo ie B25 uni298 


Imperial Oil Limited 


Unrecorded obligations are amortized over the expected 
average remaining service of employees, which is currently 
17 years. 


(a) The discount rate, long-term return on plan assets and 
the rate of pay increases were assumed to be 8.5 percent, 
8.5 percent and 6.0 percent respectively, for each of the 
past three years. Both the obligation and expense data 
presented are sensitive to these assumptions as the 
following table shows for 1988. 


Pension 
expense 


Projected benefit 
obligation (b) 


millions of dollars 


As calculated using company’s 
ASSUT HONS Vid iMil sunita ck a 1686 78 
Impact of one percent change in: 
— rate of return and discount 
TARO ee Lea! 165 16 
<n DAV CheaSeoren Ak avai k 22 5 


(b) Retirement benefit obligations have two parts. The 
accumulated earned benefit obligation is based on the 
benefit formula, service to date and current pay; the 
additional unearned benefit obligation is the extra amount 
that results from projected pay increases to the date of 
retirement. The total of these two parts is called the 
projected benefit obligation as in note (a) above. 


(c) Additional information based on United States reporting 
requirements is provided on page 49. 


15. OTHER POST-EMPLOYMENT BENEFITS 


The company shares the cost of certain health-care and 
life-insurance benefits for almost all retired employees and 
surviving spouses. The liability for the estimated cost of 
these benefits and the related charge to earnings are 
recorded in the year an employee retires. The liability is 
reduced each year by the cash costs of the benefits. This 
method of accounting was adopted in 1985. The initial 
obligation related to pre-1985 recipients was deferred and 
is being amortized over 17 years. 

The company’s expense for these benefits was 
$13 million in 1988 (1987 — $16 million; 1986 — 
$19 million). 


Amounts recognized at December 31 
millions of dollars 1988 1987 


Lea CUTTOMALL yas Vinci n Page kos Kuh 8 7 

— longterm (note 9)......... 69 61 
Deferred balance of initial obligation 

CRECENG NEOUEAVIND Carb Lladet CN Nhe aU LN 36 39 
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16. COMMON SHARES 


number of shares 1988 1987 1986 
Authorized 
(Class A 
ang Dyas iit 200 000 000 200 000 000 200 000 000 
Issued at 
December 31 
Cesar ti 162 823 125 162 665 275 162 505 798 
Glass :Baitie 880 356 1 008 379 1 140 174 
OTA Leh nana 163 703 481 163 673 654 163 645 972 


Both Class A and Class B shares are convertible on a 
share-for-share basis and rank equally in all respects, 
including voting privileges. Holders of Class B shares 
receive a stock dividend of Class B shares with values 
substantially equivalent to the cash dividend on Class A 
shares. During 1988, stock dividends totaling 29 827 
shares valued at $1.7 million were issued (1987 — 27 682 
shares valued at $1.7 million; 1986 — 42 413 shares valued 
at $1.9 million). 

The dividend reinvestment and share purchase plan 
enables shareholders to reinvest their cash dividends in 
additional Class A shares at an average market price. Until 
early 1986 shareholders reinvesting in the shares did so at 
a five-percent discount. Shareholders can also invest 
between $50 and $5000 each calendar quarter in additional 
Class A and B shares at an average market price. In 1986, 
422 621 shares for $20.4 million were issued under the 
dividend reinvestment and share purchase plan. Since 
1986, funds directed to the plan have been used to buy 
existing shares on a stock exchange rather than new shares 
from the company. 

Eamings per share are calculated on the monthly 
weighted average number of shares outstanding during the 
year (1988 — 163 691 000; 1987 — 163 664 000; 

1986 — 163 611 000). 


17. RESEARCH AND DEVELOPMENT COSTS 


Research and development costs in 1988 were $67 million 


(1987 — $68 million; 1986 — $79 million) before 
investment tax credits earned on these expenditures of 

$13 million (1987 — $11 million; 1986 — $12 million). The 
net costs are included in expenses. 
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18. UNITED STATES ACCOUNTING PRINCIPLES AND 
INTERNATIONAL ACCOUNTING STANDARDS 


The consolidated financial statements have been prepared 
in accordance with accounting principles generally accepted 
in Canada and conform in all significant respects to 
International Accounting Standards. A description of the 
differences between the accounting principles generally 
accepted in Canada and those accepted in the United States 
as they apply to the company appears on pages 48 and 49. 


19. TRANSACTIONS WITH EXXON CORPORATION AND 
AFFILIATED COMPANIES (EXXON) 


The amounts paid and received by the company on 
transactions with Exxon in 1988 were $599 million and 
$415 million respectively (1987 — $568 million and 
$359 million; 1986 — $483 million and $448 million). The 
terms of the transactions were as favorable as they would 
have been with unrelated parties. The transactions 
primarily were the purchase and sale of crude oil, 
petroleum and chemical products. Transportation, technical 
and engineering services were also performed and received. 
Current amounts due to Exxon at December 31, 1988, were 
$6 million (1987 — $17 million due to Exxon; 
1986 — $6 million due from Exxon). At 
December 31, 1988, there were no other long-term 
obligations owing to Exxon (1987 — nil; 1986 — $7 million). 
In 1988, Exxon did not acquire any shares under the 
company’s dividend reinvestment and share purchase plan 
described in note 16 (1987 — nil shares; 1986 — 298 984 
shares). Exxon’s ownership interest in Imperial Oil Limited at 
December 31, 1988 was 69.6 percent (1987 — 69.6 percent). 


PRINCIPAL SUBSIDIARIES AT DECEMBER 31, 1988 (a) 


Atlas Supply Company of Canada Limited 
Beaverhill Resources*Limited 

Byron Creek Collieries (1983) Limited 
Champlain Oil Products Limited 
Chinchaga Resources Limited 

Devon Estates Limited 

Esso Chemical Alberta Limited 

Esso Resources Canada Limited 

Esso Resources N.W.T. Limited 

Esso Resources Ventures Limited 

The Imperial Pipe Line Company, Limited 
Maple Leaf Petroleum Limited 

Metro Fuel Co. Ltd. 

Mr. Lube Canada Inc. 

Taglu Enterprises Limited 

Winnipeg Pipe Line Company Limited 


(a) See page 31, Principles of consolidation. 


FIVE-YEAR FINANCIAL SUMMARY 


CONSOLIDATED STATEMENT OF EARNINGS 


millions of dollars 1988 1987 1986 1985 
Revenues 
Mom Oui st 14) ¥ 5). |. how B12 460i) (277) S78 
Biaciraleasi kak. 208) 201, 1103), 148 
Petroleum products .... 5334 5672 5356 6761 
PEMNICALS ig dc ack 5. 944 780 732 762 
Other operating ....... 307) 939 478) 443 
Interest andinvestment. 100 113 100 = 137 
Total revenues........ 72051 7672, | 7046! 8834 
Expenses 
(25/6) fol (0) «ee 2 ae ETO M7285 
Purchases of crude oil 

and products 4.4...) 2510 2897 3012 4066 
cet |e 2253 2119. 2035 2126 
Mreressug hil. Nay). J oek 102 G3!) LOA WG 
Total expenses........ 4988 5176 5267 6403 
Revenues less expenses. 2217 2496 1779 2431 
Depreciation and 

SIMCOOML Lowa ol, AOD OIL" 34D dD 2 
Earnings before taxes 

And fevies) 1755 2104 1436 2109 
Tagome taxes ts! oh 4.5 « ZOO” 399) 253 32g 
Other taxes and levies .. 964 989 743 1091 
Total taxes and levies .. 1254 1388 996 1415 


Earnings from operations 501 716 
inusualitems 2 24. 00: = 29 


Earnings after unusual 
SUT ea 501 745 


1984 


863 
185 
6366 
ray 
454 
167 


8788 


63 


4106 
1947 
126 


6242 
2546 


260 


2286 


478 
1288 


1766 


440" O94) 520 


C155) 


285 


(50) 


644 


520 


Imperial Oil Limited 


FINANCIAL INFORMATION BY SEGMENTS 
millions of dollars 1988 1987 1986 1985 1984 


Revenues 

Natural resources ...... 1881 2163 1662 2285 1773 
Petroleum products .... 5684 6241 5772 7265 6816 
Bie iat Cc: | COM ee 990 832 780 805 807 
Other investments ..... 108 413 405 387 385 
Intersegment sales ..... (1458)(1977)(1573)(1908) (993) 


Total revenues........ 7205 7672 7046 8834 8788 


Earnings from operations 


Natural resources ...... ToT, 432) 196, 542. | 324 
Petroleum products /).).:/ 220 188) 474 1029) 138 
Chemicals hey i.e 104 34 17 3 22 
Other investments ..... 36 62 BS epee oN] 


Total earnings from 


operations.......... DOU) 710 ASOT MOA 320 
Capital employed 

Natural resources ...... 5136 4312 3522 3106 2423 
Petroleum products .... 2141 2183 2004 2589 2444 
Ohemicalsaeeoikay ht 833 890 947 1008 1014 
Other investments ..... 668 1064 1268 1167 1429 


Total capital employed . 8778 8449 7741 7870 7310 
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FIVE-YEAR FINANCIAL SUMMARY 


CONSOLIDATED STATEMENT OF CASH FLOWS 


millions of dollars 

inflow (outflow) 

Operating activities 

Earnings from operations . 

Exploration expenses .. . 

Work-force reduction 

programs 

Charges to earnings not 
affecting cash 

Change in operating 
assets and liabilities . . . 

Dividends paid........ 


Cash provided from 
operating activities . . 


Cash used in investing 
ACHVITIES Ly kev hae 
Financing activities 
Notes. issued ty Aen s 
Repayment of long-term 
debt and other 
obligations 
Retirement of 
151/2-percent 
debentures 
Short-term 
borrowings—net ...... 
Common shares issued . 


Cash provided from 
(used in) financing 
activities 


(Decrease) increase in 
Casha) LP eed Wan) 


period 


Cash at end of period .. 
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1988 1987 1986 1985 1984 


520 
63 


440) O94 
LTO) .85 


716 
77 


501 
123 


0 Mee UN: 


446) 398.) 2896 


77 6) 461 244 (G4) 


(293) (260) (263) (197) (230) 


LVOB2 OOS METIS) DOLT Se OOS 


(1278)(1233) (554)(1094) (799) 


34° 216 _ — _ 
(30) (30) SCO) OW ACs) 
_ STEMS) AM ce 
CROWS HCL LOE ne 
_ Pree ONE 
C13) (223 ZO aroun 
(309) :GlOT rea Ga KO >) 
405) (N5T290 2680) (322) Waal 
960 405) Ol Dy 208 fvaoe2 


CONSOLIDATED STATEMENT OF FINANCIAL POSITION 


millions of dollars 1988 
Capital employed 
ASTI SWAG SV RE 96 
Operating working 

Capitals) Saki ae te a at 778 
Investments and other 
long-term assets ...... 400 
Property, plant and 

equipment (net) ...... 7504 


Total capital employed . 8778 


Sources of capital employed 


Long-term debt) Yo. .)77. 805 
Other long-term 
obligations.......... a12 
Deferred income taxes .. 1787 
Shareholders’ equity.... 5774 
Total sources of capital 
employed........... 8778 
Total assets .......... 9676 


1987 


405 


907 


407 


6730 


8449 


823 
383 


1677 
5566 


8449 


9478 


1986 


al2 


999 


414 


5816 


Teal 


668 
366 


1617 
5090 


Lak 


8648 


1985 


268 


1346 


576 


5680 


7870 


982 
we 


1607 
5044 


7870 


9196 


1984 


322 


1503 


Sal 


4974 


7310 


1006 
178 


1D34 
4592 


7310 


8678 


NET PAYMENTS TO GOVERNMENTS 


millions of dollars 1988 
Taxes and levies 

Incomie taxes (1). 2 20%." 290 
Other taxes O72 dec cw. 964 
NESS SEW 2 a ee _ 


Total taxes and levies .. 1254 


Current taxes on unusual 

CT EICRCAL Ot LS — 
Consumer taxes 

collected on behalf of 


BOVETTINETIS 0s sol uocac 745 
Crown royalties ....... 154 
2153 
Less deferred income 
GN DI a ee 121 
Total paid or payable to 
governments........ 2032 


Receipts from governments 
Oil-import 
compensation (2) .... a 
Syncrude crude-oil-price 
compensation (2) ... _ 
Investment tax credits .. 33 
Other programs ....... 2 


Total received or 
receivable from 
governments........ 35 


Net payments to 
governments........ 1997 


Net payments to 


Federal government .... 963 
Provincial governments . 961 
Local governments ..... 73 


Net payments to 
governments........ 1997 


1987 


64 


PAW 


2085 


1087 
928 
70 


2085 


(33) 


a5 
153 


1659 


68 


1591 


108 


1483 


625 
790 
68 


1483 


324 478 
719 684 
372 604 

1415 1766 

oes 
593 615 
377 404 

2382 2785 
115 154 

2267 2631 

57 105 
60 83 
71 44 
VGe 
205 241 

2062 2390 
980 1258 

1016 1067 

66 65 

2062 2390 


(1) Under a federal government program encouraging 
taxpayers to support Canadian scientific research, the 
company made payments to Canadian companies in lieu of 
income-tax payments to the government. Those payments 
provided the company with income-tax credits, of which 
$139 million was applied to the payment of 1984 income 


taxes reported above. 


(2) Payments and receipts relating to these programs and 


charges expired on June 1, 1985. 


Imperial Oil Limited 


CAPITAL AND EXPLORATION EXPENDITURES 
(AFTER DEDUCTING INCENTIVES) 


millions of dollars 1988 1987 1986 1985 1984 
Natural resources 

Exploration) ).4 42.024 R22 OOO BL (\ WON AS 
PROGUCHOM NE LPL A 680 978 187 315 209 
Fleavay Ou am Lees cyt 282) 180i" 13382 3D 231 


Coal and other minerals . 23 16 56 94 23 


Total natural resources. 1107 1240 457 885 511 


Petroleum products 


Marketing iia nian: s ETO DOr MEO LOG) 88 
Reniainig } 305 gale oa. OF ee UO VLOG M2 to 
Total petroleum 

products.) 2). sus): EO! LOS) T4360 2B Vy A229 
Chemicals |i: )!. 68 \ a). SR D2 | DOU MD aeny nis 
Other investments..... 58 31 LOM eS 16 
Total capital and 

exploration 

expenditures ........ ES 76M T45ON O48 11581 679 
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WELLS DRILLED (1) 


1984 


gross 


net 


1988 1987. 
gross net gross net 
Western provinces 
Exploratory 
CONVEREIOMAL Ys 45 IS SRI S02 a Uns Wa a eda 30) det Be) LG 
FRAY Vor! GVEA GEN 21 PANE A RCURADIAa Oie gr 100 92 rs OPA) 
Development 
Conventional) \/s's¥ Jas sane Nv a 2d oe a ee 215) a TON Os 
ELEAVY Gills: 2) SUN SAYA A EASES © MINNA RA oon A 266 266 311 311 
Northern areas and Atlantic offshore (2) 
PiSephOT AOR y [ANN d Noe uM CRE ae SSE ea Te oe cee 3 1 
Develop nent Able coc itpat oui sabehent eM Nd Ute hy Rew ahs 6 4 ee NN 
Total wells drilled 
EXPOrACORy id ets iee und ayora he ey te oo aay Geka Lae 130 106 CO AG 
Dewelopinient )\O\\0 3 nce eu LG Re had De aa #87) SBR E DAY 40 
Totalwells\in progress (522600 i ho Latta oy Res ig 7 3 11 6 
LAND HOLDINGS (1) 
millions of hectares 1988 1987 
gross net gross _—net 
Oil and gas 
Western provinces 
Clomventional 0 seh his i UMh eg itiy y UA A tne a Sih TOA Gael, 
Peavy Oil ly LEC ES Ae ee ee een 0.0, OB Wide ins 
Nortaerma areas Oi iuet he O00 Qi eee Cs 2 Ra LL VO 18 08 
Glare OLSHORER UV SLN, Via tea dr er Apa A Ott a ee sty NN ae a er BLO, 
Other, provinces (3))\4 121/10 WM AE eh Mb Ac ULAR win aaa RA ok —- = 
Total oil and gas land holdings..................... B.D) \2aee Gre Bai 
Minerals 
GORE aN UN a Fel aby Sree AAG) AAA La 0:4) 0:4: 04) 0:4 
Othe natmerals oy) ) 401 aa bel ede a ee OA) OZ S064 10.38 


One hectare equals about 2.5 acres. 


(1) Gross includes the interests of others; net excludes the 
interests of others. 


(2) Northern areas — the Arctic Islands, the Yukon and the 
Northwest Territories, including the Beaufort Sea/Mackenzie 
Delta region—are often referred to as Canada Lands. 


(3) This represents seismic options in the province of Quebec. 
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1986 
gross _ net 
ps Ne 
Sy AEN) 
S18. 90 
27) Oo 
14 if 
13 8 
ZO NTS 
428 193 
ZV VLG 
1986 
gross _— nett 
216) ¥ EO 
OF 08 
Uae a he 
L610 
B00) Bef, 
03 1038 
Oe) Ora 


1985 
gross _— nett 
(5 eee 
ON ONN NG 2 
B97) 137. 
SDF 1390 
13 4 
Bi) VV 
LAE ees 
986 709 
SO a 
1985 
gross _— nett 
2.6) /sh 0 
0.7403 
oa a 
2:9) 7X9 
LO Oe 
LO Heer 
Oia Oe 
0.6:\ 0:3 


CRUDE OIL SUPPLY AND UTILIZATION 


1986 


gross 


18.0 
9.7 


net 


15.0 
9.5 


Imperial Oil Limited 


1985 


gross 


16.7 
5 68 


net 


Oi 
4.4 


1984 


gross _— net 


154 10:6 
2.9 


thousands of m? per day 1988 1987 
gross net gross net 
Crude oil production (1) 
Bera ER TAM Ces oc) s abe NAIM Ny MUA eae) hak haba 19.3 S166) SiS VI56 
Co IEEE See SRI INI RE es Se ARUN AY REO A De Sy Ee ey 
AAS 1 GHA Weg Ry WARES ASR VE Me 6.0) GION AMO ae 
Tora) crude oil production’ 5.22.05 on. ee 39.8 36.7 366 33.3 
iganaral-gas licatids;(NGL) wits nietus ocsealee ities a arian Paar NEI 2a | VECTOR 
Total crude oil and NGL production ................ PRONE eat Mabtone Mian S: 
Ree PULEHASES VOM OLNEES wleiale enw Sais cd oa e'2 sede 17.1 21.0 
Total purchases and production .................... 55.9 Da) 
Total crude oil processed at company refineries ....... 55.9 56.3 
eunenyrcapacity at December 3100). 2s ws 66.2 66.3 
Refinery utilization as a percentage of total capacity...... 84 85 
NATURAL GAS 
millions of m? per day 1988 1987 
gross net gross net 
TVS cr ee nag ec er ea oa LAG Waxed swat Aree (ae 6) 
SOSA ANSTEY ba ta EIR BOR GT BP PIR De SUL SO Py PA 11.0 5.6 
COAL 
millions of tonnes annually 1988 1987 
net net 
Pa UERTE CRLIITS A Aten ti AA iat Like tay cee oe SM a a 1.0 0.8 


One cubic metre (m?) is equal to 6.3 barrels or 35.3 cubic feet. 
One tonne is equal to approximately 1.1 short tons or 0.98 
long ton. 


(1) Gross production is the company’s share of production 
(excluding purchases) before deducting the shares of 
mineral owners or governments or both. Net production 
excludes those shares. Gross production of natural gas 
includes amounts subsequently consumed at Cold Lake and 
in enhanced recovery projects. 
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FIVE-YEAR OPERATING SUMMARY 


SALES VOLUMES 


Petroleum products (thousands of m’ per day) (1) 


GasOlmes yeaa e Omi tad Lie ie Many A neste nae ee Me see 
Heating, diesel“andijet tuels. 40) inte pave cheers Mao ele 
leavy, fitelilsy tan. Gis ole eee eee eae urges ene toe 
Liquid petroleum gas, lube oils and other products ......... 


Total petrolewm Prodqgucts = 49) neyo) ae fg ae 


Total domestic sales of petroleum products (percent)... ..... 


Chemicals (thousands of tonnes per day) 


Petrochemicals vs ei ote NEL kel eee MRL nS ie 
Agricultural chemicals) aoc. 20) cad ee yee ese 


AVERAGE SALES PRICES 


dollars 


G@rude‘oiltandaNGla(pen me) C2) io aaa vere d Ne 08 rake 
Natural. gas’ (per thousand mm?) wagh (o/s. aie cee ae 


EMPLOYEES 


Number-ae december? (Bs 3s ee oe ee ee 
Total payroll and benefits (millions of dollars) (4)............... 
Payroll and benefits per employee (dollars) (5) ............... 


One cubic metre (m’) is equal to approximately 6.3 barrels or 
35.3 cubic feet. One tonne is equal to approximately 1.1 short 
tons or 0.98 long ton. 


(1) Does not include sales made under purchase and sale 
agreements with other companies (see note 3 to the audited 
financial statements). 


(2) This is the weighted average of sales prices for 
conventional and Cold Lake crude oil, and natural-gas 
liquids. 


(3) The number of employees at December 31 includes 
only full-time company employees. 


(4) This includes both the company’s payroll and benefits 
as well as its share of the Syncrude joint-venture payroll 
and benefit costs. 


(5) These are calculated by dividing the total payroll and 
benefits for full-time company employees by the monthly 
average number of full-time company employees. 
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1987 1986 
20.5 20.6 
24.0 ZA 
4.0 Bye 3 
8.3 7.0 
56.8 D2 
TETAS 90.2 
2.0 1.9 
AA Sal 
1987 1986 
LIS327, 90.88 
65.81 70.29 
1987 1986 
L627 120516 
837 900 
57 600 56 500 


1985 


24.1 
DAY 
oa 
6.9 


Dl 


90.4 


1.9 
33 


1985 


197.48 
91.83 


1985 


14834 
914 
51 800 


1984 


192.43 
97.94 


1984 


14:33) 
854 
49 800 


SUPPLEMENTAL INFORMATION 


Additional information for security holders is provided 

on pages 45 to 52. Since the company uses capital markets 
in the United States, these pages include information 

that conforms with the financial reporting practices of 

that country. 


PRESENT VALUE OF ESTIMATED 


FUTURE NET CASH FLOWS 
millions of dollars 1988 1987 1986 
Pequre cash flows 65)... aoe 18221 20738 18313 
Future production and 

development costs......... (12409) (12414) (10691) 
Future income taxes ........ (1988) (4093) (3662) 
Future net cash flows....... 3824 4231 3960 
Discount of 10 percent for 

estimated timing of cash 

| Oa eR AD (2222), (2347) (2039) 
Discounted future net cash 

Ae eB i RAP alae 1602 1884 1921 
Proportional interest in 

discounted future net cash 

flows of Interhome Energy 

rap AA Peet oo. WE | 187 166 182 


The above schedule is calculated using year-end prices, 
costs, statutory tax rates and existing proved oil and 
natural-gas reserves. The value of exploration properties 
and probable reserves, future exploration costs and the 
company’s interest in Syncrude are excluded, as are future 
changes in oil and gas prices and in production and 
development costs. 

The company does not agree that this calculation 
necessarily represents an accurate estimate of the fair 
market value of the company’s conventional oil and gas 
properties or of their future cash flows. Imperial cautions 
readers about its use. 
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OIL AND GAS PRODUCING ACTIVITIES 


The information on pages 45 to 48 is provided in 
accordance with the United States’ Statement of Financial 
Accounting Standards No. 69, “Disclosures about Oil and 
Gas Producing Activities.” This statement requires specific 
disclosure about oil and gas activities only; accordingly, the 
data excludes information about coal and mineral activities 
reported in the natural resource segment. 


SUMMARY OF CHANGES IN PRESENT VALUE OF ESTIMATED 
FUTURE NET CASH FLOWS 


millions of dollars 1988 1987 1986 
Balance at beginning of year. 1884 1921 4669 


Changes resulting from: 
Sales and transfers of oil and 
gas produced, net of 


production costs 2/45/54. Us (643) (764) (687) 
Net changes in prices, 

development costs and 

production 'costs)4.4)./4 Gey (1755) (480) (6251) 
Extensions, discoveries, 

additions and improved 

recovery, less related costs.. 198 372 93 
Development costs incurred 

during the period......... 485 aNe) 206 
Revisions of previous quantity 

CSAS PME Dy fe cenit 176 80 318 
Accretion of discount ....... 361 330 850 
Net change in Petroleum and 

Gas’Reventie Tax 6!) 2 4. — = 342 
Net change in income taxes... 896 (88) 2381 
NER CUANDO Nm nec Gi bt L (282) (37) (2748) 
Balance at end of year...... 1602 1884 1921 


The numbers for 1986 and 1987 have been restated to be 
consistent with 1988 and now include a more detailed 
calculation of the value of production in later years. 
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SUPPLEMENTAL INFORMATION 


OIL AND GAS EXPLORATION AND PRODUCTION ACTIVITIES 


millions of dollars 


Capitalized costs 
Property cost (1)(2) 


PEOVER Gunddly Gheatan erin a aNU Re OLE La ene ke cade 
DAMDTOVER Tricine Lee Matta; MALALOALS Aa TC a 
Producing assetsn\irs Ursin aude hth LA 
SWPPOre IMCIEES A. NA genet Lae aaa a 
Incomplete. constriction: Wii. te ints at ae 


Total capitalized costs..................... 
Accumulated depreciation and deptenon EU Ie 


Wei €anitalized Costs. 0. aay. ii aa ees ioe 


Proportional interest in net capitalized costs of 


Interhome Energyoinc WED NG )o ele scan a 


COsTSs INCURRED 
millions of dollars 1988 
Property costs 02) .\Wapiitaa es ikaw Ale: a27 
ERDIOLALLOULCOSES Mya s\ uy) a abe Che hee Walia 92 
Development costs) A\) 544 SA a haa 511 
Proportional interest in costs incurred 

Dy HELV Sey Rt a eters 48 
RESULTS OF OPERATIONS 
Sales to) CUSHORIELS hi WARN triny cle we Rtas 459 
INE PSEGIMENE, SALES Sy alse Rietur se eth 630 
Total’ sales (4) Mata bea a eet ee eer 1089 
Production expenses ihe 5 SAR Pau E oe 513 
Explorationiexpenses\Weey Ny Shit ae | 
Depreciation and depletion............ 218 
Petroleum and Gas Revenue Tax ........ _ 
Tnconire taxes Nic sy man eae nes 92 
Results. oloperationss ().). Cia) Quads ona, is4 


Proportional interest in results of 
operations/ob TEL (Gp Riek eee) wk 5 


Oil and gas Syncrude Total 
1988 1987 1988 1987 1988 1987 
Rae! 911 538 — — 911 538 
eg 240 313 SS 240 315 
ie. 3940 3298 819 665 4759 3963 
Tees 121 sa pa 24 148 Lo) 
EN a Y 414 430 46 156 460 586 
ah hate 5626 4706 892 845 6518 5550 
ments 1504 1276 156 138 1660 L414 
Ata ee 4122 3430 736 707 4858 AT 3Sy, 
Atte 317 281 — — 317 281 

Oil and gas Syncrude Total 

1987 1986 1988 1987 1986 1988 1987 1986 
v0 ¥s) § _ a = 427 725 4 
56 77 _ — — 92 56 Th 
384 255 54 59 65 9633 320 
32 — — — = 48 52 _ 
528 409 — — — 459 528 409 
749 558 251 301 241 881 1050 799 
LOK 967 251 301 241 1340 ' 1578 . 1208 
396 400 222 194 198 735 590 598 
72 125 _ a — Ei? 72 125 
160 122 22 28 28 240 188 150 
~ 7 =o = == me 7 
pa. 126 (6) We (9) 86 289 117 
ae 189 13 62 24 167/439 213 
ll — _- — ae 5 ll — 


(1) “Property costs” are payments for rights to explore for 
petroleum and natural gas. “Proved” represents areas 
where successful drilling has delineated a field capable of 
production. “Unproved” represents all other areas. 
“Incomplete construction” includes drilling and other costs 
relating to the discovery of commercial oil and gas reserves 


in the Beaufort Sea/Mackenzie Delta region. 


(2) The data reflects the purchase of the assets of Sulpetro 
in 1987 and the purchase of certain Alberta assets of Ocelot 
Industries Ltd. and all the Canadian assets of United Canso 


Oil & Gas Ltd. in 1988. 
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(3) References to IEI on pages 45 to 47 refer to the 
company’s ownership interest in the oil and gas exploration 
and production activities of Interhome Energy Inc. 
(formerly Interprovincial Pipe Line Limited). The 1986 data 
for costs incurred and results of operations have not been 
reported because Interhome did not acquire these oil and 
gas exploration activities until December 1986. 


(4) Sales of crude oil to consolidated affiliates are at market 
value, using posted field prices. The value of sales of 
natural-gas liquids to consolidated affiliates are at prices 
estimated to be obtainable in a competitive, arm’s-length 
transaction. Total sales exclude the sale of natural gas and 
natural-gas liquids purchased for resale. 


NET RESERVES OF CRUDE OIL AND NATURAL GAS (1) 


millions of m? Conventional 
Net proved developed and undeveloped 
AVI OR VEAL LOGO oid hein Cee nares + 79.9 
Revisions of previous estimates and improved 

RUC Fae Abel. Ate} ecb aso ks oo ka fee ta 3.1 
Porenasc.obresenves in-place ve sie iviee ys 0.1 
Beecoveries and extensions ers Adit VR bS 
PRCCEHORED &. NORMS ee heron UE En 4 (6.0) 
BME VEAP LOGOLNAN CID No Saas etd Cee wn 78.6 
Revisions of previous estimates and improved 

BOOMER YMRS RRM cele hive 5 on Na bia vals ds tpcla cist usp has 202, 
heuchase, orreserves 1m place: 63). eke he 3.8 
Wieevees ane extensions . vou set hte ess #2 
fol ert San T CLUS ke (6.4) 
PoE CAE NE ORCL): Je NERC OU aaa sedans ahi) 79.4 
Revisions of previous estimates and improved 

ORE TN ESS COM Re Bey “ORNS Ui ered 1 ABE RP) gee Ue 
Purchase of reserves in place................. Lo 
Discoveries and extensions .................. 0.2 
ai EER OTe A A EA (6.8) 
BRGOM VEATA IGS ie 45 3) fe hee ae aR RAO 15.5 
Net proved developed 
Envoy) ee) AC 8 Gi baie ON 145 
Brpmorcat 1900, Aer Nat belt be 75.1 
Ree WEAT LOD Tt ichioa ellis te poy Abie dp ees 75.7 
ETEQVOM YEAR TOSS a ce gins Veil dye 6 Le halle. se ia chistes 68.5 
Proportional interest in net proved developed 

and undeveloped reserves of IEI 
PEGE VEAL WOOD... so ache suaily Baan Si caekulate fhe — 
BRIO CATALDO. yy UN CI dS at ike 3.0 
ENG OnyeatHlO SOSA CSA CSN hse ot 
EOP VEAL LOSS WN WNL RO 2 ER PE Ita. 3.6 
GROSS PROVED RESERVES (1) 
ERG OLGCATI Oa le MT AN hatite take ant 2 SIN ah 97.6 
ERE RARER BONUS whan uth ee eats A Behe 95.4 
ENGMel rary oon swe \t Notele Susi AL ALA Gath hala 96.9 
Brid!’ GM YeHRIIORS Hynat) int Ba ia eh) bah 90.1 


(1) Gross reserves are the company’s share of reserves 
before deducting the shares of mineral owners or 
governments or both. 


All reported reserves of crude oil and natural gas are 
located in Canada. Reserves of crude oil include condensate 
and natural-gas liquids. Conventional and Cold Lake 
crude-oil and natural-gas reserve estimates are based on 
geological and engineering data, which have demonstrated 
with reasonable certainty that these reserves are recoverable 


Imperial Oil Limited 


Crude oil Natural gas 
Cold Lake Syncrude Total billions of m? 
89.7 38.5 208.1 40.6 
Hays — 14.8 0.8 
— — 0.1 0.9 
= 24 es) 0.7 
(3.5) (1.9) (11.4) (1.6) 
97.9 36.6 213.1 wal 3 
(7.6) — (5.4) 0.5 
—~ — 3.8 13.9 
36.9 — 38.1 0.4 
R40) (2.0) (12.9) (2.0) 
PB AT 34.6 236.7 aa 
14.2 8, 21.2 3.9 
— — 1.0 14.9 
— 14.6 14.8 0.5 
(5.2) (2.2) (14.2) (3.3) 
131.7 52.5 259.5 70.2 
Seyil 34.7 gine O32 
50:4 32.8 141.0 SonT, 
a0 30.8 146.7 sin fe 
44.7 52.5 165.7 62.3 
—_ = 3.0 4.8 
— ar 3.1 4.8 
— ~ 3.6 ae 
109.0 58.0 264.6 54.8 
118.4 56.1 269.9 55.6 
150.5 Bi Ml 301.5 72.0 
144.7 75.0 309.8 88.2 


in future years from known reservoirs under economic and 
operating conditions existing at December 31 of the year. 
Reserves of crude oil at Cold Lake are those estimated to be 
recoverable from the existing experimental pilot plants and 
stages one to eight of the Cold Lake production project. 

The calculation of reserves of crude oil at Syncrude is 
based on the company’s participating interest in the 
production permit granted in October 1979 and as 
amended in January 1985 and July 1988 by the province 
of Alberta. 


47 


SUPPLEMENTAL INFORMATION 


Net proved reserves are determined by deducting the 
estimated future share of mineral owners or governments or 
both. For conventional crude oil (excluding enhanced oil 
recovery projects), oil from the Cold Lake pilots and natural 
gas, net proved reserves are based on estimated future 
royalty rates representative of those existing at December 31 
of the year. Actual future royalty rates may vary with 
production and price. For enhanced oil recovery projects, 
Syncrude and stages one to eight of the Cold Lake 
production project, net proved reserves are based on the 
company’s best estimate of average royalty rates over the life 
of each project. Actual future royalty rates may vary with 
production, price and costs. 

For Syncrude and stages one to eight of the Cold Lake 
production project, the company has reduced its estimate 
of royalty rates over the remaining life of the projects 
resulting in a revision to net proved reserves of 5.5 million 
cubic metres for Syncrude and contributing 13.8 million of 
the 14.2 million cubic metres revision to Cold Lake. 

Acquisitions have made a significant contribution to 
proved reserves. Conventional crude oil and natural gas 
reserves increased by 1.0 million cubic metres and 14.9 
billion cubic metres, respectively. The increases are largely 
attributable to the purchase of certain Alberta assets of Ocelot 
and all the Canadian assets of United Canso. 

An application to amend the production permit for 
Syncrude was approved during 1988. The amendment 
extended the term of Syncrude’s permit from the year 2013 
to 2018 and increased the annual allowed production rate 
by 1.6 million cubic metres effective January 1, 1988. This 
amendment increases the company’s net proved reserves at 
Syncrude by 14.6 million cubic metres. 

The portion of proved reserves previously recognized 
as developed for the Cold Lake pilots and stages one to six 
of the Cold Lake production project was reviewed in 
relation to the development wells drilled to date. As a 
result, the company now recognizes a significant portion of 
these proved reserves to be undeveloped until the required 
development wells are drilled in the future. Proved 
developed reserves for Cold Lake have been restated for 
prior years. Proved reserves for stages seven and eight of 
the production project, previously recognized as 
undeveloped, are not affected by this restatement. 

Reserve data do not include crude oil and natural gas 
discovered in the Beaufort Sea/Mackenzie Delta and the 
Arctic Islands or the reserves contained in oil sands other 
than those attributable to Syncrude, the Cold Lake pilot 
area and stages one to eight of the Cold Lake production 
project. 

Natural-gas reserves are calculated at a pressure of 
101.325 kilopascals at 15 degrees Celsius. 
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PRESENTATION OF FINANCIAL STATEMENTS 


The financial statements of the company have been 
prepared in accordance with generally accepted accounting 
principles (GAAP) in Canada. These principles conform in 
all material respects to those in the United States except for 
the following. 


1988 1987 1986 1985 1984 


millions of dollars 


Earnings as shown in 


financial statements ... 501 745 285 644 520 
Impact of U.S. accounting 
principles: 
Capitalized interest (1) 5)" (GQ) tae 24 
Foreign exchange'(2).. 4 14. 11 “337 SCS es 
Pensions — discount 
ater (Dis h/t ee 16 8 = = — 
Subtotal Vans a ae eae 526. 759.) 314) 030 eaee 
Change in inventory 
valuation method (3)...  — — CSP CIO anaes 
Net earnings under U.S. 
GAAP HUAN eld dane A. 526 , 759.003 il 20 as tae 
Earnings per share (dollars) 
Under accounting 
principles of 
Canada: 5) uiehbbanee 3.06 4.55 74S oie 
United) Srates cui 3.21! 4:64 100 SB oyer ae 
United States — after 
retroactive 
application (4)...... 321° 4:64, VO2" S94 tiara 


(1) Interest expense related to major construction projects 
is not required to be capitalized in Canada, as it is in the 
United States. 


(2) Long-term liabilities in foreign currencies have been 
translated at the rates of exchange prevailing on December 
31. Exchange gains and losses arising on translation of 
long-term debt are amortized over the remaining term of 
the debt. In the United States the practice is to include the 
gains and losses arising from this translation in the earnings 
for the period in which they arise. In 1986, the retirement 
of a debt issue denominated in U.S. dollars resulted in a 
foreign-exchange loss under Canadian GAAP; under the 
accounting practices of the United States this loss would 
have been recognized in prior years. 


(3) In 1986, the company changed its method of 
accounting for inventories of crude oil at refineries and 
products from the first-in, first-out method (FIFO) to the 
average-cost method. A change in an accounting principle 
in Canada is to be applied retroactively and data of prior 
years are to be restated. In the United States, the cumulative 


effect of the accounting-principle change on the amount of 
retained earnings at the beginning of the year in which the’ 
change is made is to be included in net income for that 
year. This resulted in a reduction in income under USS. 
GAAP of $3 million in 1986. 


(4) This is the pro forma effect of a change in accounting 
principle as if that change had been applied retroactively. 


(5) The determination of pension expense and obligation 
under the Statement of Financial Accounting Standards 
(SFAS) No. 87, “Employer’s Accounting for Pensions,” 
requires the use of a prescribed year-end settlement rate for 
discounting purposes. This rate was 10.5 percent at 
December 31, 1988 (1987 — 10.5 percent, 

1986 — 9.5 percent). The discount rate under Canadian 
GAAP is deemed to be equal to the-future return on plan 
assets and was estimated to be 8.5 percent for each of the 
past three years. Because of these differences, the 
company’s earnings under U.S. GAAP would be higher, as 
noted in the schedule. As well, the projected benefit 
obligation would be approximately $330 million lower at 
December 31, 1988, than reported under Canadian GAAP 
(1987 — $300 million). 


Additional Disclosure Required Under SFAS No. 87 


millions of dollars 1988 1987 1986 
Annual pension expense 

Current SETVICe COSE. 6i 2). sank 41 29 33 
PETES COSHH ht oy fe hats os ate 135 124 ie 
Actual return on plan assets... . (134) (73) (95) 
Net amortization and deferral... 36 (33) (10) 
Total pension expense before 


unusual items............. 78 47 39 


Retirement plans 
Projected benefit obligation .... 1344 1291 
Vested benefit obligation ...... 1074 1048 


Unrecorded obligations 
Unrecorded net obligation at 


JARUATY Ey PISO EN is Sete S 4 =) 
Unrecorded benefits earned in 

PHIOE VEatS ature ty iy 4 160 128 
Unrecorded net (gain) or loss . . 4 iA 
Total unrecorded obligations... 168 147 


Additional liability regarding 
unfunded benefits (included in 
total unrecorded obligations 
ALIGVE) AN) Maen Are ste cen yt ition 90 86 


Imperial Oil Limited 


Other 

(i) Although the following methods of disclosure in the 
consolidated financial statements differ between Canada 
and the United States, they do not affect the amount shown 
as net earnings: 


(a) Under U.S. GAAP the unusual items described in 
note 11 to the consolidated financial statements, other 
than the retirement of debentures, would be reported in 
the consolidated statement of earnings before “earnings 
before taxes” and would not be shown net of the 
applicable income taxes. 


(b) The general practice in the United States is to 
disclose earnings before income taxes and to only report 
income taxes as a separate item. The company reports 
earnings before all taxes and levies, which are then 
deducted to arrive at earnings from operations in the 
consolidated statement of earnings. 


(ii) SFAS No. 95, “Statement of Cash Flows,” requires that: 
(a) Exploration expenses be included in operating 
activities, 

(b) Dividends paid be included in financing activities; 
(c) The portions of the Ocelot and Sulpetro 
acquisitions that were paid for by issuance of long-term 
debt (1988 — $34 million; 1987 — $216 million) be 
excluded from both payments for capital and 
exploration expenditures in investing activities and 
from financing activities (note 8). 


While these items would not affect the increase or decrease 
in cash on the consolidated statement of cash flows, they 
would have an impact on the individual captions for 
operating, investing and financing activities. 

There were no short-term investments made during 
1988 (1987 — $577 million, 1986 — $551 million). There 
were no short-term borrowings with a maturity of greater 
than three months made during 1988 (1987 — $15 million; 
1986 — nil). These include amounts reinvested or borrowed 
on the maturity of other investments or borrowings. 


(iii) In 1987, SFAS No. 96, “Accounting for Income Taxes,” 
was issued. This will require the company to calculate 
deferred income-tax balances on the book versus tax value 
of assets, using enacted income-tax rates and legislation. 
Imperial expects to adopt the new standard in 1989 or 
1990: for reporting under U.S. GAAP. The impact of the new 
standard on reported results cannot be reasonably 
estimated at this time due to uncertainties in the timing and 
method of adoption for reporting under U.S. GAAP. 
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SHARE OWNERSHIP, TRADING AND PERFORMANCE 


Share ownership, Class A and B 

Average number outstanding, weighted monthly (thousands) . . 
Number of shares outstanding at December 31 (thousands). . . 
Shares held in Canada at December 31 (percent)........... 
Total number of shareholders at December 31 (1)........ 
Number of shareholders registered in Canada............ 


Shares traded, Class A (thousands)..................005 


Share prices, Class A (dollars) 
Jct NONE MPET OCONEE Sects RUE TERS as BUNUN BAUR, IVA VARS 


Earnings per share (dollars) 
FRONMOPErAatievnsy yyy ANTE GSAS IY BP a ROS 
After imusual itemiss.  YACIOeNGepearnten anes ©. 


Price/earnings ratio, Class A at December 31........... 
Dividends 

Total Ghihons of dollars) C2 ee I ee POPE) Ae MN Miia ied 
Per share (dollars) (2) he Tu Le te tao il a ag 


(1) Imperial is an affiliate of Exxon Corporation, which 
owns 69.6 percent of the company’s shares. 


Shareholder profile 


Shareholders Registered (percent) 
of record at TIAL NUTR TERME ATES FGIERED IN LE? 
Dec. 31, 1988 Canada Foreign Total 


Class A Pa: ATL 87.3 Wy: 100.0 
Class B 498 74.9 pro ail 100.0 


The total number of shareholders does not equal the total 
number of shareholders of record, because some 
shareholders hold both Class A and Class B shares. 
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1988 1987 1986 
163691 163664 163611 
163703 163674 163 646 

21.7 21.0 22.5 

24 953 26 118 31 164 
21 730 22 805 27 485 
31 161 4] 957 38 899 

631/2 811/2 517/e 

45 481/4 343/4 

50 555/s 51/4 

3.06 4.37 2.69 

3.06 4.55 1.74 

16.3 V7 19.1 

295 270 262 

1.80 1.65 1.60 


1985 


162 320 
163 181 
25:3 

33 664 
29 800 


24 905 
we) 


397/s8 
Dyk 


268 
1.65 


1984 


160 376 
LOLS 
26.9 

37 237 
32 995 


23 604 


45/2 
33/8 
423/s 


3.24 
B24 


13.1 


233 
IAS 


(2) Starting with the fourth quarter of 1985, the fourth- 
quarter dividend has been paid on January Ist of the 
succeeding year. 


QUARTERLY FINANCIAL AND STOCK-TRADING DATA 


1988 
three months ended 
Mar ol.) June! 30). sept. 30: ,\ Dec. 31 

Financial data (millions of dollars) 
ODeTARNg TEVONUCS iy ie oo ns kn? eg 1696 1832 1745 1832 
Investment and other income...... 27 19 30 24 
Total wemenMes:. a\. (eee. Aes ade dats 1723 1851 1775 1856 
Expenses, including income and 

Bee TAKES, sy hid wun rnin 1593 1683 1645 1783 
Earnings from operations......... 130 168 130 73 
instal wets te NAN Ao — - — - 
Earnings after unusual items...... 130 168 130 73 
Per-share information (dollars) (1) 
Earnings from operations ......... 0.80 1.03 0.79 0.45 
Earnings after unusual items....... 0.80 1.03 0.79 0.45 
Dividends (declared quarterly) ..... 0.45 0.45 0.45 0.45 
Share prices (dollars) (2) 
Toronto Stock Exchange 

[NOS AMSG ca es to fa 601/4 63}/2 57/4 515/s 

DTN tere oP OLE RP OV OE 531/s 543/4 50 45 

OSE), ato ACESS 591/4 553/s 50 50 
American Stock Exchange ($U.S.) 

BLiplTE a seetinaley. Aweiaanilens tm atimece 487/s 51/4 48 427/s 

DL GRWIPRTE Pik st Ap RA NIE aL leh Salt ah 415/s 44/2 41 367/8 

Rlone: ae wen cniuhen el ARO) CA NEY Ly 48 4537/4 417/s 417/s 
Shares traded (thousands) .......... 9584 7702 5896 7979 


(1) The average number of outstanding shares included in 


the calculation of earnings per share is weighted on a 
monthly basis. As a result, the sum of the quarterly 
earnings per share does not necessarily equal the yearly 


earnings per share. 


(2) Share prices were obtained from stock-exchange 


records. 
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SHAREHOLDER AND INVESTOR INFORMATION 


COMPANY’S HEAD OFFICE MAILING ADDRESS 
Imperial Oil Limited 

111 St. Clair Avenue West 

Toronto, Canada M5W 1K3 


SHAREHOLDER AND INVESTOR INQUIRIES 
For information about your shares and dividends or if you 
have other inquiries, please phone (416) 968-5076. 

To obtain additional information on the company’s 
operating performance and projects, including the annual 
report incorporated in Form 10-K filed with the United 
States Securities and Exchange Commission, write to the 
investor relations manager at the above address. 


TRANSFERRING SHARES 

To transfer your Imperial Oil shares, contact the company’s 
head office or the principal offices of our cotransfer agents, 
Montreal Trust Company, in St. John’s, Charlottetown, 
Halifax, Saint John, Montreal, Toronto, Winnipeg, Regina, 
Calgary and Vancouver, and American Transtech (AT&T), 
Wall Township, New Jersey. 


CHANGE OF ADDRESS 

Please notify the company’s investor relations manager in 
writing if you have changed your address and mail the 
notification to Imperial’s head office. 


DIVIDEND REINVESTMENT AND SHARE PURCHASE PLAN 

The company provides shareholders with two ways to add 
to their shareholdings at low cost. The dividend 
reinvestment and share purchase plan enables shareholders 
to reinvest their cash dividends in additional Class A shares 
at an average market price. The company has the option 
under the dividend reinvestment and share purchase plan 
either to issue new shares or to buy existing shares on a 
stock exchange. The funds are currently used to buy 
existing shares on a stock exchange. Shareholders can also 
invest between $50 and $5000 per calendar quarter in 
additional Class A or Class B shares at an average 

market price. 


WHERE IMPERIAL’S SHARES TRADE 

Imperial’s shares are listed on the Montreal, Toronto and 
Vancouver stock exchanges and are admitted to unlisted 
trading on the American Stock Exchange in New York. The 
symbol on these exchanges for Imperial’s Class A shares is 
IMO A and for its Class B shares, IMO B. The high and low 
prices for Class A shares are based on trading on the 
Toronto Stock Exchange and the American Stock Exchange. 
The number of shares traded is based on transactions on all 
the above exchanges. Class B shares generally trade at the 
same price as Class A shares. 
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GENERAL SUMMARY OF TAX CONSEQUENCES AFFECTING 
FOREIGN SECURITY HOLDERS 

Cash dividends paid to shareholders resident in countries 
with which Canada has an income-tax convention are 
usually subject to Canadian nonresident withholding tax of 
15 percent. The withholding tax is reduced to 10 percent 
on dividends paid to a resident of the United States who 
owns at least 10 percent of the voting shares of the 
corporation. Class B stock dividends paid to nonresident 
holders of Class B shares are subject to the same Canadian 
nonresident withholding tax as cash dividends. 

There is no Canadian tax on gains from selling shares 
or debt instruments owned by nonresidents not carrying on 
business in Canada. 

Interest paid on debentures issued after June 23, 1975, 
is not subject to withholding tax. Interest paid to 
nonresidents with whom the company deals at arm’s length 
on the company’s outstanding debentures issued before 
June 24, 1975, is subject to withholding tax. The 
withholding rate is 25 percent, usually reduced to 15 
percent if the recipient is a resident of a country with 
which Canada has an income-tax convention. 

No estate taxes or succession duties are imposed by the 
government of Canada or provincial governments. 


VERSION FRANCAISE DU RAPPORT 

Pour obtenir en francais le rapport de la Compagnie 
Pétroliére Impériale Ltée aux actionnaires, veuillez écrire au 
directeur des Relations avec les investisseurs, Compagnie 
Pétroliére Impériale Ltée, 111 St. Clair Avenue West, 
Toronto, Canada M5W 1K3. 


THE DIRECTORS 


The directors held 11 meetings in 1988 to consider and act 
on matters of significance to the corporation. These include 
financial and social performance, investment decisions, 
strategic plans, corporate policies and other matters on 
which the directors are legally required to act. There are 10 
directors, and in 1988 their attendance at meetings of 
directors averaged 94.2 percent. 


W.A. Macdonald 
Partner 
McMillan, Binch 
Toronto, Ontario 


D.D. Baldwin 
President and 

chief executive officer 
Esso Resources 
Canada Limited 
Calgary, Alberta R.B. Peterson 
President and 

chief operating officer 
Imperial Oil Limited 
Toronto, Ontario 


J.B. Buchanan 
Vice-chairman 

British Columbia Packers 
Limited 

Vancouver, British Columbia W.J. Young 

Executive vice-president 
and chief financial officer 
Imperial Oil Limited 
Toronto, Ontario 


Rae eirrie 

President 

Loblaw Companies Limited 
Toronto, Ontario 


P. Des Marais II 
President 

UniMédia (1988) Inc. 
Montreal, Quebec 


A.R. Haynes 
Chairman and 

chief executive officer 
Imperial Oil Limited 
Toronto, Ontario 


W.R.K. Innes 
President 

Esso Petroleum Canada 
and vice-president 
Imperial Oil Limited 
Toronto, Ontario 


M. Kovitz 

President 

Murko Investments Ltd. 
Calgary, Alberta 


COMMITTEES OF DIRECTORS 


Meetings of committees are usually scheduled on the same 
day as meetings of directors. Directors’ attendance at all 
committee meetings in 1988 averaged 95.8 percent. 


AUDIT COMMITTEE 

W.A. Macdonald, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Peterson, reviews the company’s annual 
and quarterly financial statements, accounting practices and 
business and financial controls. The internal audit program 
and findings are reviewed with the committee. It also 
recommends to the board of directors the external auditors 
to be appointed by the shareholders at each annual 
meeting, reviews their audit work plan and approves their 
fees. The shareholders’ auditors, Price Waterhouse, attend 
and participate in all meetings. The committee met seven 
times in 1988. 


CONTRIBUTIONS COMMITTEE 

M. Kovitz, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Young, examines policies and programs 
related to the contribution program and recommends an 
annual budget for adoption by the directors. The company’s 
contribution program is aimed at enhancing the quality of 
Canadian life through support for education, health, 


welfare, community services, culture and sport. The 


committee met five times in 1988. 


EXECUTIVE RESOURCES COMMITTEE 

P. Des Marais II, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Haynes, is responsible for decisions 

on the compensation of senior management above the 
vice-president level and for reviewing the executive 
development system, including specific succession plans for 
senior management positions. It also reviews policy 

on corporate compensation. The committee met four times 
in 1988. 


NOMINATIONS COMMITTEE 

A.R. Haynes, chairman 

The committee, composed of the five nonemployee 
directors and Mr. Haynes, recommends to the directors the 
slate of director candidates to be proposed for election by 
the shareholders at the annual meeting. It also recommends 
criteria for the selection and tenure of directors, specific 
director candidates and the successor to the chief executive 
officer when vacancies are expected. The committee met 
three times in 1988. 
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